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ANSWERING THE ADMINISTRATION’S CALL 
FOR POSTAL REFORM— PART I 


WEDNESDAY, JANUARY 28, 2004 

House of Representatives, 

Special Panel on Postal Reform and Oversight, 

Committee on Government Reform, 

Washington, DC. 

The special panel met, pursuant to notice, at 2 p.m., in room 
2154, Rayburn House Office Building, Hon. John M. McHugh 
(chairman of the special panel) presiding. 

Present: Representatives McHugh, Burton, Schrock, Miller, Mur- 
phy, Blackburn, Davis of Illinois, Owens, Towns, Maloney and 
Clay. 

Also present: Representatives Shays, Waxman and Tierney. 

Staff present: Robert Taub, counsel; John Callender, senior coun- 
sel; Drew Crockett, deputy communications director; Teresa Austin, 
chief clerk; Brien Beattie, deputy clerk; Michael Layman, profes- 
sional staff member; Phil Barnett, minority staff director/chief 
counsel; Kristin Amerling, minority deputy chief counsel; Karen 
Lightfoot, minority senior policy advisor and communications direc- 
tor; Anna Laitin, minority communications and policy assistant; Al- 
thea Gregory, minority counsel; David McMillen, Denise Wilson, 
and Andrew Su, minority professional staff members; Earley 
Green, minority chief clerk; and Cecelia Morton, minority office 
manager. 

Mr. McHugh. Now here’s something I haven’t done. The Postal 
hearing will come to order. It’s been about, I don’t know, a few 
months. I feel very Freddy Kruegerish. You’ve seen those Night- 
mare on Elm Street movies. They always bury him at the end, but 
we manage to rise for another version, and you are part of it. So 
thank you for being here. 

I also want to, before I begin, thank the full committee chairman 
and the ranking member, Mr. Tom Davis and Mr. Waxman, the 
gentleman from Virginia, for allowing those of us who have had no 
small interest in this question of postal reform to continue under 
the auspices of this specially-constructed panel. 

And, of course, we have Mr. Davis, Danny Davis, my good friend 
from the great State of Illinois, who has been such a partner in this 
process, still on board and still pushing the issue; and to my left, 
your right, which is where he ought to be and should be to people’s 
right, former chairman of the full committee, who was an absolute 
stalwart in postal reform and put his personal interest and his per- 
sonal integrity on the line and asked to serve on this panel. So, 
Dan, thank you so much for being here. 

( 1 ) 
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I certainly want to welcome all of you back. I make light of the 
fact that in spite of the smart money to the contrary, we engaged 
in this issue again, but I think it underscores the fact that the mis- 
sion we took up, while I think we did a lot of good work, remains 
unsolved. And as we look at our panel here today, really an excel- 
lent panel of witnesses to kick off what will be the first of three 
hearings that we are formally entitling “Answering the Administra- 
tion’s Call for Postal Reform,” I think we have yet another oppor- 
tunity. And let me, with that, extend a formal welcome to our 
panel members: Brian Roseboro, who is Acting Under Secretary at 
the Department of Treasury, here to talk about the administra- 
tion’s call for reform. And he has been joined by the chairman of 
the Postal Service’s Board of Governors, our dear friend David 
Fineman; the very distinguished Postmaster General of the United 
States, Jack Potter; and the Postal Rate Commission chairman, no 
stranger to this room, to this Congress, to this Hill, George Omas; 
and one of the stalwarts of not just postal reform, but so many 
issues that transpire here on Capitol Hill, the Comptroller General 
of the United States, David Walker. Gentlemen, thank you all so 
much for being here; we appreciate it. 

Before we hear from those witnesses, I would like to stress per- 
haps the obvious to those in this room, and that is the gravity of 
the matter that faces us today. The Postal Service, as I have said 
many, many times before, is a critical nature and critical thread in 
the fabric of this country. It’s a nearly $900 billion industry. It em- 
ploys in its total some 9 million workers nationwide and represents 
more than 8 percent of the gross domestic product of our Nation. 
Our Postal Service is in trouble and requires reform legislation to 
prevent a meltdown, and indeed there is good reason, in my opin- 
ion, why this administration — George W. Bush’s is the first admin- 
istration since President Nixon’s to call on Congress to modernize 
our Nation’s postal laws. And I remain hopeful, as I did some 8 
years ago when we began this process, that as in 1970, Congress 
will once again in 2004 answer the President’s charge. 

My longstanding belief that I think is reflected by the Presi- 
dential Commission on the Postal Service’s findings is that the 
Postal Service itself, the administration and the GAO all hold the 
opinion that universal service as we know it is at risk and, simply 
put, that reform is needed to minimize the danger of a significant 
taxpayer bailout or, on the converse, may substitute a dramatic 
postal increase. The Congress provided a bit of financial breathing 
room for the Postal Service last year when we reduced its payment 
for pension obligations, but the fundamental problems remain un- 
changed, and, as the President’s Commission found, the Postal 
Service’s current business model is not sustainable going into the 
21st century. 

Our witness testimony will make the case quite clear, I believe, 
but let’s review some of the larger problems. First of all, under the 
heading of major financial liabilities and obligations, the Postal 
Service still faces about $90 billion in liabilities and obligations de- 
spite the passage of that pension legislation last year. Declining 
mail volume: In a historical first for the Postal Service, total mail 
volume declined last year for the third year in a row. Another un- 
settling milestone was achieved as first class mail volume declined 
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by 3.2 percent in 2003 and is projected to decline annually for the 
foreseeable future, and this is a very serious problem because first 
class mail is the bread and butter of the Postal Service, paying for 
more than two-thirds of its institutional costs. Under revenues, the 
Postal Service revenues are budgeted for zero growth in 2004, 
which would be the first year since postal reorganization in 1970 
that postal revenues have failed to increase. However, even the 
zero growth target will be challenging. In the absence of revenue 
generated by increasing volume, the Postal Service must rely even 
more on rate increases. Indeed, if it weren’t for the postal pension 
legislation of last year, ratepayers would likely be facing yet an- 
other double-digit increase in rates at the present time. And these 
are just the highlights of the problems, which unfortunately go on 
and on: changes in the mail mix, increased competition from pri- 
vate delivery companies, declining capital investment, insufficient 
increases in postal productivity, uncertain funding for emergency 
preparedness, and major challenges to continue cost-cutting. 

While the problems are, without question, in my opinion, dire, 
the President’s Commission and the President’s subsequent articu- 
lation of principles for legislative change, I think, show us a path 
to some solutions. Fortunately, we have a very strong bipartisan 
basis upon which to proceed, including if I might define as a well- 
refined bill that we put together in last year’s Congress, again on 
a bipartisan basis, largely under the leadership of Mr. Burton, the 
former chairman, and the ranking member, Mr. Waxman. The 
Postal Service is too important an institution to our economy to 
await the full brunt of the crisis that is clearly upon our doorstep, 
and as a resident of rural America, I know only too well the impor- 
tance of the Postal Service’s presence and operation in our daily 
life. And I look forward to working with my colleagues on that bi- 
partisan basis within this committee, within this special panel, 
with the collaboration of our witnesses here today to respond to the 
President’s call for action. We must preserve universal postal serv- 
ices at an affordable, uniform rate, and that is our challenge, and 
we can’t fail. 

[The prepared statement of Hon. John M. McHugh follows:] 
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OPENING STATEMENT 
CONGRESSMAN JOHN M. McHUGH 
CHAIRMAN 

SPECIAL PANEL ON POSTAL REFORM & OVERSIGHT 
28 JANUARY 2004 

I welcome today an excellent panel of witnesses to kick off our first in a series of 
three hearings entitled, “Answering the Administration’s Call for Postal Reform.” Brian 
Roseboro, Acting Under Secretary at the Department of Treasury is with us to explain the 
Administration’s call for reform, and he is joined by the Chairman of the Postal Service’s 
Board of Governors David Fineman, the Postmaster General Jack Potter, the Postal Rate 
Commission Chairman George Oraas, and the Comptroller General David Walker. 

Before we hear from our witnesses, however, I think it is important to stress the 
gravity and importance of the matter that faces us today. The Postal Service is the center 
of a nearly $9 billion industry, employing 9 million workers nationwide, and representing 
more than 8 percent of the Gross Domestic Product. Our Postal Service is in trouble and 
requires reform legislation to prevent a meltdown. Indeed, there is a good reason why 
this is the first Administration since President Nixon’s to call on Congress to modernize 
our nation’s postal laws. I remain hopeful that as Congress did in 1 970, we too in 2004 
will answer the President’s charge. 

My longstanding belief, shared by the Presidential Commission on the U.S. Postal 
Service, the Postal Service itself, the Administration, and the GAO is that universal postal 
service is at risk and that reform is needed to minimize the danger of a significant 
taxpayer bailout or dramatic postal rate increases. The Congress provided a bit of 
financial breathing room for the Postal Service last year when we reduced its payments 
for pension obligations. But the fundamental problems remain unchanged: as the 
President’s Commission found, the Postal Service 's current business model is not 
sustainable going into the 2P' Century. 
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Our witnesses’ testimony will make the ease quite clear, but let’s review some of 
the bigger problems: 

• Major financial liabilities and obligations: 

The Postal Service still faces about $90 billion in liabilities and obligations despite the 
passage the pension bill last year. 

• Declining mail volume: 

In a historical first for the Postal Service, total mail volume declined last year for the 
third year in a row. Another unsettling milestone was achieved as First-Class mail 
volume declined by a record 3.2 percent in 2003 and is projected to decline annually for 
the foreseeable future. This is a very serious problem because First-Class mail is the 
bread and butter of the Postal Service, paying for more than two-thirds of its institutional 
costs. 

• Anemic Revenue: 

The Postal Service’s revenues are budgeted for zero growth in 2004, which would be the 
first year since postal reorganization in 1 970 that postal revenues have failed to increase. 
However, even the zero-growth target will be challenging; in the absence of revenue 
generated by increasing volume, the Service must rely even more on rate increases. 
Indeed, if it weren’t for the postal pension legislation of last year, ratepayers would likely 
be facing yet another double-digit increase in rates. 

And these are just the highlights of the problems, which go on and on and on: 
changes in the mail mix, increased competition from private delivery companies, 
declining capital investment, insufficient increases in postal productivity, uncertain 
funding for emergency preparedness, and major challenges to continued cost cutting. 
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While the problems are dire, the President’s Commission and his subsequent 
articulation of principles for legislative change show us the path to some solutions. 
Fortunately, we have a strong bipartisan basis upon which to proceed, including the well- 
refined bill that we put together in the last Congress. 

The Postal Service is too important an institution to our economy to await the full 
brunt of the crisis that is clearly upon our doorstep. As a resident of rural America, I 
know only too well the importance of the Postal Service’s presence and operation in our 
daily life. I look forward to continuing the bipartisan work with my colleagues in the 
Committee, with the collaboration of our witnesses today, to respond to the President’s 
call for action. We must preserve universal postal services. That is our challenge and we 
cannot fail. 
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Mr. McHugh. And again, with a word of thanks to all of our wit- 
nesses, I would be happy to yield to the ranking member, Mr. 
Davis, who has joined us here, for any opening comments he might 
have. 

Mr. Davis of Illinois. Thank you very much, Mr. Chairman, 
and I’m pleased to join you in opening this hearing and in welcom- 
ing our witnesses and postal stakeholders. 

Before I begin my remarks. I’d like to commend Chairman Tom 
Davis, and Ranking Member Henry Waxman as well as yourself for 
the interest and willingness to work together in a bipartisan man- 
ner that all of you have shown. We began the 108th Congress on 
a very positive and productive note. We passed and subsequently 
enacted into law legislation correcting the calculation of postal pay- 
ments to the Civil Service Retirement System. As consumers and 
members of the postal mailing community know, this change in 
postal pension law allowed the Postal Service to reduce its out- 
standing debt and hold postage rates steady until 2006. The Postal 
Service received a financial break and so did the public. 

As we begin the second session of the 108th Congress, we have 
additional work to do. First, because we created an escrow account 
in the postal pension law, the Postal Service must provide us a 
workable plan on its capital investments for productivity gains and 
cost-saving initiatives. We are expecting additional planning infor- 
mation in this area by the end of the month. This effort on behalf 
of the Postal Service to provide us with greater detail is critical if 
we are to address the escrow requirement as part of postal reform 
legislation. As for postal reform efforts, we are moving at a positive 
pace, picking up on a much more positive note than where we left 
off in the 107th Congress. Using your postal reform bill, H.R. 4970, 
as a starting point, we are working on establishing a strong foun- 
dation for reform. To date our staffs have met with several postal 
stakeholders to solicit their recommendations for positive changes. 
In addition to the recommendations submitted by the President’s 
Commission on the Postal Service in July 2003, the administra- 
tion’s principles for postal reform are critical to the process. The 
Senate, too, is engaged. Senator Susan Collins, Chair of the Senate 
Governmental Affairs Committee, began holding hearings last year 
on recommendations of the Presidential Commission on the Postal 
Service. Additional hearings will be held next week. To put it suc- 
cinctly, we are on a mission and working together to achieve a com- 
mon goal; that is, changing the laws governing the Postal Service 
so that it is fully prepared and capable of thriving in the 21st cen- 
tury. 

Mr. Chairman, again, I would like to acknowledge the hard work 
of those in the postal mailing community, postal labor unions, non- 
profits, mailers, postmasters, printers and consolidators, news- 
papers, banks, credit card companies, greeting card companies, 
magazines, catalog merchandisers, and a host of others. Their con- 
tinued support and input is important as all of us work coopera- 
tively to strengthen the Postal Service. I thank you very much and 
yield back the balance of my time. 

Mr. McHugh. I thank the gentleman not just for his comments 
and his presence here today, but for his hard work and for his de- 
votion to this issue. 
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Next, as I mentioned, someone to whom we all owe a debt of 
gratitude for his leadership, for his commitment on this issue, par- 
ticularly during his time, 6 years, as chairman, the gentleman from 
Indiana, the Honorable Dan Burton. Dan. 

Mr. Burton. Thank you Mr. Chairman. First of all, I want to 
thank you for all the hard work you’ve put forth on this effort over 
the last 6 or 7 years. I don’t think anybody’s more knowledgeable 
about the problem than Chairman McHugh, and I really appreciate 
his hard work. When I was chairman, he was the point person on 
this issue, and we worked very hard for a long time to get a postal 
reform bill passed. We worked with the Postmaster and a number 
of you other folks to get the job done. Unfortunately, there were a 
number of different interests that had differing views and it ended 
up we tried to get the bill passed, and we couldn’t. But now we’re 
facing a much more difficult situation than we faced even then in 
that, according to the President’s Commission on Postal Service, 
they are estimating the unfunded postal obligations at $90 billion. 
And when you say meltdown, Mr. Chairman, boy, you’re not kid- 
ding. 

Something has to be done, and I don’t know how we are going 
to get the various entities to see eye to eye on a final bill, but some- 
how it’s got to be done because a meltdown is inevitable. And we 
add to that the fact that more and more businesses and industry 
are going to e-mails and faxes, thus taking away an awful lot of 
revenue from the Postal Service. It only complicates the problem 
further. 

So this is a very, very difficult problem. I don’t envy you your po- 
sition as chairman and trying to come up with legislation that will 
meet everybody’s views, but it is something that I think has to be 
done. Otherwise we are going to have another huge government 
bailout, and it won’t be a one-time thing. 

And so this is a major problem, and I hope all of the people on 
the panel — I know they will — I know all the people on the panel 
and the people in the interested industries will work together to try 
to help us draft a bill that we can get passed through the Congress 
that will preserve the postal system, make it more workable, and 
thus not face a huge taxpayer bailout now and in the future. 

And with that, Mr. Chairman, thank you very much. 

Mr. McHugh. I thank the gentleman, and thank him again for 
his interest and participation. 

I don’t want to presume the order of speaking and the normal 
rules as to my friends on this side. I was going to offer the oppor- 
tunity to the ranking member of the committee to speak, but he’s 
graciously deferred to his colleagues who were in attendance first. 
So I am happy to yield to a fellow New Yorker, the gentleman from 
New York, of course, Ed Towns. 

Mr. Towns. Thank you very much, Mr. Chairman. Let me thank 
Ranking Member Waxman, of course Chairman Davis, and also 
you, Mr. Chairman, for all the work you’ve done on this issue and 
also for holding this hearing on reforming the U.S. Postal Service. 

This is likely one of the most important series of hearings our 
committee will hold this year. Our decision will also affect the jobs 
of thousands of workers in the Postal Service and millions more 
connected to it, and that is something that we should never, never 
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forget. While there may be significant disagreement over the rec- 
ommendations made by the President’s Commission, I think it is 
critical that we all agree and recognize that some change needs to 
be made. 

The Postal Service is on a course that is economically 
unsustainable. Each year the Postal Service adds 1.7 million new 
homes, businesses or other new delivery points; however, at the 
same time, volume has been declining for 3 straight years. While 
some of that decrease is due to the recent economic recession and 
the anthrax incidents, a portion of the decline in mail volume is 
due to structural changes that are only going to become more pro- 
nounced. I’m talking about e-mail, fax transmission, cell phones 
without distance charges have become substitutes for written cor- 
respondence. The Internet is also becoming an increasingly popular 
alternative for financial billing and payment. As residents and com- 
panies continue to take advantage of electronic options to commu- 
nicate or make transactions, mail volume will drop. Overall, the 
Postal Service has lost $2.3 billion, that’s “B” as in boy, in the last 
3 years. We have bought some time by passing the Civil Service 
Retirement System Funding Act, which saved more than $6 billion 
for the last 2 years, but we cannot allow this breathing room to 
deter us from making important but tough decisions. Usually, a cri- 
sis needs to be at hand to make such choices. I hope we do not wait 
that long on this one. 

Finally, Mr. Chairman, I would like to make one last point about 
the Commission’s recommendations, which I think is critical. As we 
review the difficult choices ahead, I believe that the recommenda- 
tion to preserve the Postal Service as an entity of the Federal Gov- 
ernment that continues to provide universal service is of utmost 
importance and should be a lens through which we view possible 
solutions. The Commission said that privatization of the Postal 
Service was too risky and could disrupt universal service, so I 
think it is critical to remember as we consider possible changes to 
the institution that the Postal Service is not a private company, 
but an institution that holds a place of special public trust, and I 
think that’s the thing that we need to keep in mind as we continue 
to deliberate. On that note I yield back. 

Mr. McHugh. I thank the gentleman for his comments and for 
his obvious interest in this issue. 

Just as a matter of procedure, and as I’m sure the gentleman 
from Connecticut is aware, my friend Mr. Shays, the policy is to 
allow the members of the panel to speak, and thereafter Members 
who are not a member are welcome. And we are thankful that they 
have an interest in this issue. 

So with that I would be happy to yield to one of the newer mem- 
bers of the full committee, not one of the newer members of the 
panel because she’s been on it since its beginning, but someone 
who has sought out this position, this challenge, and we are very 
grateful for that, the gentlelady from Tennessee, Mrs. Blackburn. 

Mrs. Blackburn. Thank you, Mr. Chairman. I have no opening 
statement, but I do have a list of questions, so I will yield back my 
time and look forward to the questioning. Thank you, sir. 

Mr. McHugh. Best speech so far, Marsha. I like that very much. 
Thank you. 
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Next I am happy to yield to the gentleman from Missouri I be- 
lieve is next, Mr. Clay. 

Mr. Clay. Thank you. Thank you for yielding, Mr. Chairman. I 
would like to thank you and Ranking Member Waxman for the op- 
portunity to participate in this important discussion on congres- 
sional postal reform activity. The U.S. Postal Service represents a 
mainstay of American culture and commerce. It is almost incon- 
ceivable to think that in the future universal service could be di- 
minished or that small post offices would be closed. 

Reform means change, and the beginning of that change came 
last year with the passage of the Civil Service Retirement System 
Funding Reform Act of 2003. As a result, the Postal Service experi- 
enced some immediate financial relief, particularly in the area of 
pension savings funds. However, there are still many challenges 
ahead in order to bring the Postal Service up to a healthy financial 
position. Hopefully these hearings will bring us closer to under- 
standing and accomplishing that goal. 

Finally, I would be remiss if I did not mention the fact that I 
have a deep concern for the women and men who perform the Post- 
al Service function. I want to make it clear that their concerns are 
my concerns. That means opposing any changes that would deny 
postal employees the right to engage in free collective bargaining. 

Mr. Chairman, I look forward to hearing from today’s witnesses 
and ask unanimous consent to submit my statement into the 
record. Thank you. 

Mr. McHugh. Without objection, so ordered. 

[The prepared statement of Hon. Wm. Lacy Clay follows:] 



11 


Statement of the Honorable William Lacy Clay 

Before the 

Government Reform Committee 
Special Panel on Postal Reform and Oversight 
Wednesday, January 28, 2004 

“Answering the Administration’s Call for Postal Reform - 

Part 1” 

Thank you for yielding Mr. Chairman, I would like to thank you and 
Ranking Member Waxman for the opportunity to participate in this 
important discussion on Congressional postal reform activities. The United 
States Postal Service represents a main stay of American cultural and 
commerce. It is almost inconceivable to think that in the future, universal 
service could be diminished or that small post offices would be closed. 
Reform means change and the beginning of that change came last year with 
the passage of the Civil Service Retirement System Funding Reform Act of 
2003, Public Law 108-18. Asa result, the Postal Service experienced some 
immediate financial relief particularly in the area of pension savings funds. 
However, there are still many challenges ahead in order to bring the Postal 
Service up to a healthy financial position. Hopefully, these hearings will 
bring us closer to understanding and accomplishing that goal. 

Finally, I would be remised if I did not mention the fact that I have a deep 
concern for the women and men who perform the Postal Service function. I 
want to make it clear that their concerns are my concerns. That means 
opposing any changes that would deny postal employees the right to engage 
in free collective bargaining. Mr. Chairman, I look forward to hearing from 
today’s witnesses and ask unanimous consent to submit my statement into 
the record. 
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Mr. McHugh. I have to ask the gentleman, did your father help 
you write that? 

Mr. Clay. No. And he doesn’t work for me. 

Mr. McHugh. I have no doubt you work for him. That’s an awk- 
ward way of saying we are honored to have the President — the 
presence of former Chair of the Post Office and Civil Service Com- 
mittee in the House, Bill Clay, who is also somewhat related to the 
gentleman who just spoke. Bill, good to see you. Thanks for being 
here. 

Next is the gentlelady from New York. Another New Yorker; I 
love it. Mrs. Maloney. 

Mrs. Maloney. Thank you. Chairman McHugh. And I really 
want to compliment you and Ranking Member Waxman and Danny 
Davis because you have really worked relentlessly on postal reform. 
And as one who represents upstate New York in many areas, there 
are more bears than people, but we have our post offices there, and 
we can get our mail up there, and so I know you have a vested in- 
terest in making sure that the services are there for the people. 

And we are here basically to review the report, the President’s 
Commission report on the tl.S. Postal Service. And it contained a 
number of principles that a number of people concerned about this 
support, obviously best practices, transparency, flexibility, collec- 
tive bargaining, accountability, and self-financing. 

I do want to note the heroic work of postal workers in my district 
that I’m honored to represent during the terrible anthrax emer- 
gency. But we do need to do something because the Postal Service 
is facing billions of dollars in debt. They are in billions of dollars 
in debt and over the next few years, and the GAO — with them list- 
ing it on their high-risk list, postal reform is one of the most press- 
ing issues we will address this year, and it will literally affect all 
of our constituents. 

I also, in addition to representing many postal workers, I rep- 
resent much of the magazine industry. I represent Madison Ave- 
nue, and the magazine industry is enormously important both for 
the economy of New York and really, I would say, the economy of 
our country in general, and magazines and mailers are an essential 
part of our culture; they educate us, they entertain us, they are a 
part of our life. But I want to note that high costs have forced 
many magazines that I represent out of business in the last 2 
years, including Mademoiselle, Mode, Brill’s Content, and the In- 
dustry Standard, to name four, leaving these workers without jobs 
and really affecting our economy. So at a time when millions of 
Americans are out of work, we should protect the jobs of everyone 
who relies on the Postal Service for their employment. 

We need postal rates that are as low as possible, and I under- 
stand the importance of keeping rates affordable so that publishers, 
individuals and industries can continue to use the Postal Service. 
Any postal reform must take a balanced approach that considers 
the needs of everyone who depends on the Postal Service. All cus- 
tomers deserve the best service possible, and while the Postal Serv- 
ice continues to face stiff competition from e-mail, fax, the Internet, 
private delivery services, we need a mail system that reaches every 
household across the Nation, whether an apartment building in 
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New York or a remote farmhouse in upstate New York or in some 
other rural area. 

Today we have the opportunity to review the Commission’s rec- 
ommendations and to look at the details included in the report. As 
they say, the devil is always in the details, and I look forward to 
the testimony. And I would like to know if there are any rec- 
ommendations from those that are testifying today in support or in 
opposition to the assessments or the recommendations that have 
come forward and what steps the panelists feel are necessary to 
achieve true postal reform. 

Again, I thank Danny Davis, who heads the Postal Caucus on 
the Democratic side and, of course, Mr. Waxman, and my colleague 
from the great State of New York, our chairman. Thank you. 

Mr. McHugh. Thank the gentlelady. 

[The prepared statement of Hon. Carolyn B. Maloney follows:] 
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Prepared Statement of Congresswoman Carolyn B. Maloney 
of New York 

before the Special Panel on Postal Reform and Oversight 
January 28, 2004 

Thank you, Mr. Chairman and Ranking Member Davis for holding this important hearing. 

We are here today to discuss the recommendations included in the Report of the President’s 
Commission on the United States Postal Service. The Report contains five principles including 
the implementation of best practices, transparency, flexibility, accountability, and self-financing. 

As we all know, the mailing industry is tremendously important to our economy. 

With the Postal Service facing billions of dollars in debt over the next few years and GAO listing 
it on their “high risk” list, postal reform is one of the most pressing issues we will address this 
year. 

Last year, we passed bipartisan legislation that reduced the Postal Service’s contributions to the 
Civil Service Retirement and Disability Fund after it was determined that it had been making 
overpayments. This reform was expected to help the Postal Service reduce its debt to the 
Treasury by approximately $3 billion each year and to keep postal rates stable until 2006. 

I represent much of the magazine industry, which is enormously important both for the economy 
of New York and many other areas. Magazines are an essential part of our culture. They educate 
us, and they entertain us. However, high costs have forced many magazines out of business 
including Mademoiselle, Mode, Brill 's Content, and Industry Standard, leaving these workers 
without jobs. At a time when millions of Americans are out of work, we should protect the jobs 
of everyone who relies on the Postal Service for their employment. 

We need postal rates that are as low as possible, 1 understand the importance of keeping rates 
affordable so that publishers, individuals, and industries can continue to use the Postal Service. 
Any postal reform must take a balanced approach that considers the needs of everyone who 
depends upon the Postal Service. 

All customers deserve the best service possible from the Postal Service. While the Postal Service 
continues to face stiff competition from e-mail, fax, the internet, and private delivery services, 
we need a mail system that reaches every household across the nation whether an apartment 
building in my district or a remote farmhouse upstate. 

Today we have the opportunity to review the Commission’s recommendations and to look at the 
details included in the Report. 1 look forward to the testimony, and I would like to know from 
each witness if there are any recommendations that he supports or opposes, so that we will get 
into the record an accurate assessment ofboth the Commission’s work and the steps that must be 
taken to achieve true postal reform. 

Thank you. 

## 



15 


Mr. McHugh. The last member on the panel is here to speak, 
the ranking member of the full committee and someone who, al- 
though he wasn’t here, I want to again compliment for his under- 
standing, his dedication to this reform initiative, the gentleman 
from California, Mr. Waxman. 

Mr. Waxman. Thank you very much, Mr. Chairman. I am 
pleased we are having this hearing today, and I am also pleased 
that we are starting off the issue of postal reform in a cooperative 
and bipartisan manner since we are addressing these issues with 
a starting point of looking at last year’s Postal Civil Service Retire- 
ment System Funding Reform Act as a model for working together, 
and I look forward to continuing that cooperative approach. 

The Postal Service has long operated under a set of laws written 
in 1970, and they have not been adapted to the changing delivery 
environment, and the effects are showing. Over the past few years 
the Postal Service has been facing an increasing financial crisis 
and was approaching its debt ceiling. Fortunately we did pass that 
bill last year which provided some immediate financial relief to the 
Postal Service, but this law was not a comprehensive postal reform. 
Today as we begin this series of hearings on the need for postal re- 
form legislation, we need to sort through what is a vital and com- 
plex subject, and I think we have the best opportunity that we’ve 
had in years to a resolve some of these issues and put the Postal 
Service on a sound footing for the future. 

I would like to highlight two important financial issues confront- 
ing the Postal Service. First, the pension law we passed last year 
changed the entity responsible for paying for the pensions or the 
cost of retirement benefits related to military service, shifting the 
responsibility from the Department of the Treasury to the Postal 
Service. The measure also required proposals from the Postal Serv- 
ice and the administration regarding the long-term treatment of 
such military costs. I agree with the Postal Service that these costs 
should be returned to the Treasury. Doing so would both relieve 
the Postal Service of an unnecessary burden and give the Postal 
Service a source of funds to deal with its unfunded health care li- 
abilities. 

The second unresolved financial issue is the escrow account cre- 
ated for savings resulting from the postal pension law for fiscal 
years after 2005. The account cannot be used by the Postal Service 
until Congress has reviewed and approved the Service’s plan for 
using the savings. While the recent proposal set forth by the Postal 
Service contained valuable ideas, we are not satisfied with the 
Postal Service’s explanation of its plans and have asked for more 
details. I do not want to leave the escrow account in place, but I 
need to see that the Postal Service has thought through the best 
use of those savings. At the very least, the Postal Service needs to 
demonstrate that it has a workable plan to fund the key capital in- 
vestments needed to ensure its long-term viability. 

I look forward to working with my colleagues. I particularly want 
to single out the chairman of this subcommittee Mr. McHugh, and 
our ranking Democrat, Mr. Davis, and the chairman of our full 
committee. Congressman Davis, as well. We need to think through 
and address the postal reform issues to give the Postal Service the 
tools it needs to serve the Nation into the 21st century. And I 
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thank the witnesses that are here today, I look forward to their 
testimony. 

Mr. McHugh. I thank the gentleman again for his leadership 
and hard work and devotion to this issue. 

[The prepared statement of Hon. Henry A. Waxman follows:] 
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Statement of Rep. Henry A. Waxman 
Ranking Minority Member 
Committee on Government Reforms 
Hearing on 

Special Panel on Postal Reform and Oversight 
“Answering the Administration’s Call for Postal Reform-Part I” 
January 28, 2004 

I am pleased that we are having this hearing today. I want to thank 
my colleagues, Chairman Tom Davis and Representatives Danny Davis 
and John McHugh for their hard work on postal reform. This committee 
had a very positive bipartisan start to addressing postal issues with last 
year’s Postal Civil Service Retirement System Funding Reform Act. I 
look forward to continuing that cooperative work as we address 
comprehensive reform legislation. 


The Postal Service has long operated under a set of laws written in 
1970 that have not been adapted to the changing delivery environment. 
And the effects are showing. Over the past few years, the Postal Service 
has been facing an increasing financial crisis and was approaching its 
debt ceiling. 


Fortunately, the postal pension law enacted last year provided 
some immediate financial relief to the Postal Service. But this law was 
not comprehensive postal reform. 
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Today, we will begin a series of hearings on the need for postal 
reform legislation. This is a vital, but complex subject. I believe that we 
have our best opportunity in years to address resolve this issue and put 
the Postal Service on a sound footing for the future. 

I would like to highlight two important financial issues confronting 
the Postal Service. First, the pension law we passed last year changed 
the entity responsible for paying the costs of retirement benefits related 
to military service, shifting the responsibility from the Department of the 
Treasury to the Postal Service. The measure also required proposals 
from the Postal Service and the Administration regarding the long term 
treatment of such military costs. I agree with the Postal Service that 
these costs should be returned to Treasury. Doing so would both relieve 
the Postal Service of an unnecessary burden and give the Postal Service 
a source of funds to deal with its unfunded health care liabilities. 

The second unresolved financial issue is the escrow account 
created for savings resulting from the postal pension law for fiscal years 
after 2005. The account cannot be used by the Postal Service until 
Congress has reviewed and approved the Service’s plan for using the 
savings. While the recent proposals set forth by the Postal Service 
contain valuable ideas, we were not satisfied with the Postal Service’s 
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explanation of its plans and have asked for more details. I do not want 
to leave the escrow account in place, but I need to see that the Postal 
Service has thought through the best use of the savings. At the very 
least, the Postal Service needs to demonstrate that is has a workable plan 
to fund the key capital investments needed to ensure its long-term 
viability. 

I look forward to working with my colleagues to address these and 
other postal reform issues to give the Postal Service the tools it needs to 
serve the nation into the 2P* century. I thank the wimesses for being 
here today. 
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Mr. McHugh. Seeing no other members of the panel here, I’d be 
happy to yield to one of the senior members of the full committee, 
a subcommittee chairman, and someone who over the years has ex- 
pressed a great deal of interest in this issue, even though he has 
not been legislatively directly involved, the gentleman from Con- 
necticut, Mr. Shays, if he would care to make any comments. 

Mr. Shays. Thank you. Chairman McHugh. A very short state- 
ment to say I am here in part to just support your effort because 
I think you have been a rock in a very difficult circumstance, and 
to thank your ranking member, Mr. Davis, for being such a won- 
derful partner. 

The Postal Service is a public and very critical infrastructure of 
the United States. A reformed Postal Service needs to be immune 
from not just anthrax contamination but from fiscal suffocation in 
a very competitive marketplace. And I just know that you have the 
full support of the chairman of this committee in your efforts and 
I think that this is the year we get something done and it is very 
exciting to see your work finally pay off. Thank you, Mr. Chairman. 

Mr. McHugh. I thank the gentleman. 

I no sooner said no other panel members were here than the gen- 
tleman from Virginia joined us, and I’d be happy to hear from him. 

Mr. SCHROCK. Believe it or not, I have no opening statement but 
I’ve got lots of questions. 

Mr. McHugh. I appreciate the gentleman’s being here. 

Having said all that, let me first of all say two things — three 
things probably. A couple of unanimous consent request:. Gentle- 
men, we have your written statements, and without objection, we 
would ask that those be entered in their entirety in the record. 
Also, note that members on the committee who wish to enter writ- 
ten statements, whether those members are here or not — we have 
several, like Mrs. Miller, for example, who is on a very important 
CODED to Libya and is still on her way back, who would like to 
make a statement — without objection, those too will be entered in 
their entirety in the record. And third, as some of the veterans at 
the front table know, it is the policy of the committee to swear in 
witnesses who appear, so if you gentlemen would please rise. 

[Witnesses sworn.] 

Mr. McHugh. The record will reflect that all of the witnesses re- 
sponded in the affirmative. 

Gentlemen, again, our deepest thanks to you. And let’s get right 
to the meat of this hearing. And as I mentioned, we are honored 
to have a very distinguished panel. And first I’m pleased to yield 
to the honorable Brian Roseboro, who’s Acting Under Secretary of 
Domestic Finance for the Department of the Treasury. Mr. Sec- 
retary, thank you for being here. As you heard me say, your entire 
written statement is entered into the record. If you could summa- 
rize to the greatest extent that is possible, that would facilitate 
matters, but our attention is yours. 

STATEMENT OF BRIAN C. ROSEBORO, ACTING UNDER SEC- 
RETARY FOR DOMESTIC FINANCE, DEPARTMENT OF THE 

TREASURY 

Mr. Roseboro. Thank you very much. Chairman McHugh. I’d 
like to thank you. Ranking Member Davis and the other distin- 
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guished members of the committee. We welcome this opportunity 
to testify on comprehensive postal reform today. We as well agree 
that, as many of you have already mentioned, the Postal Service 
plays a vital role in the commercial life of our Nation; however, the 
current business model, we feel, is not sustainable going into the 
21st century. It is widely known that electronic diversion of mail 
volumes has caused a substantial, and likely irreplaceable, decline 
in first class mail. This trend is expected to continue. The Postal 
Service ended the latest fiscal year with large on- and off-balance- 
sheet liabilities. These liabilities include $7.3 billion of debt owed 
to the Treasury, $7.1 billion for future workers’ compensation costs, 
$8.7 billion for operating leases, and approximately $60 billion of 
unfunded postretirement health care liabilities. 

Recognizing this increasing financial vulnerability. President 
Bush took a decisive action. In December 2002, the President es- 
tablished a bipartisan nonstakeholders commission and tasked it 
with completing a comprehensive review of the key postal issues. 
The Commission was to articulate an integrated set of rec- 
ommendations that would put the Postal Service on the path to- 
ward long-term financial viability and operational excellence. The 
Commission report is the most important document on postal re- 
form in the last 30 years, in our opinion. The administration was 
pleased with the comprehensive array of recommendations that the 
Commission submitted as outlined in the President’s Executive 
Order framing his commission. It considered the components of 
business, including revenue and cost. With its 35 recommendations 
the report takes us a great distance toward reaching a common 
goal; that is, to implement changes that best prepare the Postal 
Service to be a sound and efficient provider of services, a quality 
employer and a fair competitor long into the 21st century. 

While the administration may not agree with every aspect of 
each of the 35 recommendations, we encourage congressional lead- 
ers to carefully consider how the full range of recommendations for 
legislative consideration might be incorporated in meaningful, com- 
prehensive postal reform. According to the Commission, 16 of the 
35 recommendations do not require any legislative action. The 
Commission concluded that the Postal Service could implement 
each of these without any undue delay connected with legislative 
changes. 

I also note that the Postal Service transformation plan of April 
2002 and the Commission’s recommendations are not incongruous. 
In fact, they are remarkably similar. While I understand that the 
Postal Service management is prudent to take time to carefully 
analyze proposed changes and implement reform actions in a sound 
manner, I take this opportunity to underscore the administration’s 
strong support for the Postal Service’s efforts to implement reforms 
as expeditiously as possible. As Postmaster General Potter has fre- 
quently stated, the transformation plan is a blueprint for positive 
change and should remain a guideline for future change. We agree, 
and would add the Commission’s recommendations to this list of 
action items. 

In outlining the circumstances that led to where we are today, 
we must add the Civil Service Retirement System [CSRS], Postal 
Refunding Reform Act signed into law by the President in April 
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2003. As you well know, this act contributed significantly to the fi- 
nancial recovery of the Postal Service and is a tribute to the hard 
work and dedication of the members of this panel in particular. 
Thanks to this legislation, which allowed a transformation of the 
Postal Service’s CSRS regime into a calculation mechanism that 
matches the Federal Employees Retirement System [FERS], the 
Postal Service immediately yielded an estimated $78 billion finan- 
cial gain. We believe that this has established the appropriate 
funding provisions for CSRS. 

Despite this enormous one-time gain, the Postal Service is not 
yet out of the woods. Even with the strong leadership of the Post- 
master General and the Postal Service Board of Governors’ drive 
and ever more competitive organization, more needs to be done. 
The principles that the administration would articulate for Postal 
Service reform are as follows: Principle 1: To implement best prac- 
tices. The administration supports comprehensive reform that en- 
sures that the Postal Service’s governing body is equipped to meet 
the responsibilities and objectives of a business of this size and 
scope. We recognize the hard work the President and past Boards 
of Governors as well as postal management and its work force. 

Principle 2: Enhanced transparency. In keeping with our desire 
to implement best practices, we seek postal reform legislation that 
takes steps to ensure that important factual information on the 
Postal Service’s operations and performance is accurately measured 
and made available to the public. 

Principle 3: Provide for greater operating flexibility. In return for 
increased transparency and accountability, and given its self-fi- 
nancing obligation, the administration believes that the Postal 
Service’s governing body and management should have a greater 
authority to reduce costs, set rates and adjust key aspects of its 
business in order to meet its obligations to customers in a dynamic 
marketplace. 

Principle 4: Foster greater accountability. Given its existing mo- 
nopoly, potentially greater flexibility for operations in this competi- 
tive position and some important segments of the delivery market- 
place, we urge Congress to enact legislation that ensures that there 
is appropriate independent oversight to protect consumer welfare 
and universal mail service. We would like to see legislation that 
provides the corporate governing body with necessary tools to prop- 
erly motivate postal management to achieve key objectives, such as 
increasing productivity, enhancing service and improving labor re- 
lations. 

Principle 5: Ensuring self-financing. The administration is com- 
mitted to its desire to see a Postal Service that is financially self- 
sufficient, covering all of its obligations. We believe that ratepayers 
should be responsible for covering liabilities, including the off-bal- 
ance sheet, unfunded liabilities. By doing so the Postal Service re- 
mains motivated to operate in a manner that strengthens the fi- 
nancial and operational health of the Postal Service. 

The administration sees postal reform as an integrated whole. It 
is crucial to address all aspects of the Postal Service’s cost and rev- 
enue lines, its balance sheet, off-balance sheet components, its cor- 
porate governance, its competitors, as well as the taxpayers and 
ratepayers. Reform should be characterized by the five principles 
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which, when implemented, will ask each stakeholder to accept 
shared sacrifice in order to achieve a better, stronger and more ac- 
countable, transparent Postal Service. 

Issues surrounding postal reform are indeed complex. We are in 
the presence today of congressional leaders such as yourself. Chair- 
man McHugh, and others who have spent a tremendous amount of 
time and dedication in making the Postal Service better. Post- 
master General Potter’s sustained dedication to achieve this objec- 
tive must also be recognized. The issues that are involved with 
postal reform are complex; however, the administration stands 
ready to work with you to take this critical issue forward. 

I thank you, and I’ll be pleased to answer questions at the appro- 
priate time. 

Mr. McHugh. Mr. Secretary, thank you for your comments, for 
your being here today. 

[The prepared statement of Mr. Roseboro follows:] 
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BRIAN C. ROSEBORO 

ACTING UNDER SECRETARY FOR DOMESTIC FINANCE 
U.S. DEPARTMENT OF THE TREASURY 
BEFORE THE 

COMMITTEE ON GOVERNMENT REFORM’S SPECIAL PANEL ON 
POSTAL REFORM AND OVERSIGHT 
UNITED STATES HOUSE OF REPRESENTATIVES 
JANUARY 28, 2004 

Mr. Chairman and distinguished members of the Committee, I welcome the opportunity 
to testify today on the need for comprehensive postal reform. 

The Postal Service plays a vital role in the commercial life of our nation. Business to 
business, consumer to business, and business to consumer mail comprise approximately 
93% of total first class single piece mail. The postal service also plays a major 
communication role, connecting families and friends, making personal communication 
easier, and making the huge land mass of the United States a bit smaller. As one of the 
largest employers in America, with around 800,000 employees, many of our citizens look 
to the postal service for their economic and professional livelihood as well. Finally, the 
service provides the most common connection between citizens and their national 
government. 

However, the current business model is not sustainable going into the 21*' century. It is 
widely known that electronic diversion of mail volumes has caused a substantial and 
likely irreplaceable decline in first class mail. This trend is expected to continue. The 
Postal Service ended the latest fiscal year with large on and off balance sheet liabilities. 
These liabilities include $7.3 billion of debt owed to Treasury, $7.1 billion for future 
workers’ compensation costs, $8.7 billion for operating leases and approximately $60 
billion for unfunded post-retirement healthcare liabilities 

Recognizing this increasing financial vulnerability. President Bush took decisive action. 

In December 2002, the President established a bipartisan, non-stakeholder Commission 
and tasked it with completing a comprehensive review of key postal issues. The 
Commission was to articulate an integrated set of recommendations that would put the 
Postal Service on the path toward long-term financial viability and operational 
excellence. To their credit, the nine commissioners completed the report on time and 
under budget. The process of receiving input from stakeholders through public meetings 
and written correspondence was given high marks for being fair and transparent. 

The Commission’s report is the most important document on postal reform in the last 30 
years. The Administration was pleased with the comprehensive array of 
recommendations that the Commission submitted. As outlined in the President’s 
Executive Order framing his commission, it was charged to consider each component of 
the business, including revenues and costs. With its 35 recommendations, the report 
takes us a great distance toward reaching a common goal: to implement changes that best 
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prepare the Postal Service to be a sound and efficient provider of services, a quality 
employer, and a fair competitor long into the 21®’ century. 

While the Administration may not agree with every aspect of each of the 35 
recommendations, we encourage Congressional leaders to carefully consider how the full 
range of recommendations for legislative consideration might be incorporated in 
meaningful, comprehensive postal reform. 

According to the Commission, 16 of the 35 recommendations do not require any 
legislative action. The Commission concluded that the Postal Service could implement 
each of these without any undue delay connected with legislative changes. I also note 
that the Postal Service’s Transformation Plan of April 2002 and the Commission’s 
recommendations are not incongruous; in fact, they are remarkably similar. While I 
understand that the Postal Service’s management is prudent to take time to carefully 
analyze proposed changes and implement reform actions in a sound maimer, I take this 
opportunity to underscore the Administration’s strong support for the Postal Service’s 
efforts to implement reforms as expeditiously as possible. As Postmaster General Potter 
has frequently stated, the Transformation Plan is a blueprint for positive change and 
should remain a guideline for future changes. We agree, and would add the 
Commission’s recommendations to this action list. 

In outlining the circumstances that led to where we are today, we must add the Civil 
Service Retirement System (CSRS) Postal Funding Reform Act, signed into law by the 
President in April 2003, As you well know, this Act contributed significantly to financial 
recovery of the Postal Service, and is a tribute to the hard work and dedication of the 
members of this panel in particular. Thanks to this legislation, which allowed a 
transformation of the Postal Service’s CSRS regime into a calculation mechanism that 
matches the Federal Employee Retirement System (FERS), the Postal Service 
immediately yielded an estimated $78 billion financial gain. We believe that this has 
established the appropriate funding provisions for CSRS. Despite this enormous one- 
time gain, the Postal Service is not yet “out of the woods.” Even with the strong 
leadership of Postmaster General Potter and the Postal Service’s Board of Governors to 
drive an ever more competitive organization, more needs to be done. That is why we are 
here today. 

Last month the Administration announced its support for comprehensive postal reform 
and articulated five principles to guide congressional debate. The Administration 
deliberately chose not to be overly prescriptive. We feel strongly that the following five 
guiding principles can frame a long-term, comprehensive, solution for the challenges that 
loom on the short and long-term horizon. 

Implement best practices The Administration supports comprehensive reform that 
ensures that the Postal Service’s governing body is equipped to meet the responsibilities 
and objectives of a business of this size and scope. We recognize the hard work of the 
present and past Board of Governors, as well as postal management and its workforce. 
However, we believe that it is time to reflect on whether improvements in corporate 
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governance can be incorporated that will add further value for ratepayers, taxpayers, and 
the Postal Service’s workforce and management. As was stated in the President’s 
Commission Report; “The Postal Service should meet the highest standard of corporate 
leadership. . .applying the best business practices of the private sector to delivering the 
nation’s mail.” 

Enhance transparency In keeping with oiu desire to implement best practices, we seek 
postal reform legislation that takes steps to ensure that important factual information on 
the Postal Service’s operations and performance is accurately measured and made 
available to the public. The Postal Service should provide more detailed financial 
information, including product-by-product financial statements and expanded financial 
reporting, e.g., voluntary SEC reporting. We also believe there is merit to recognizing 
the aggregate unfunded post-retirement health liabilities and the annual current cost of 
such liabilities, either directly on the balance sheet or, at least, in notes to the financial 
statements. Given the important service this organization provides to the American 
people, I believe that efforts to facilitate greater access to information can contribute to 
better decision-making, further enhance trust among stakeholders, and improve oversight. 

Provide for greater operating flexibility In return for increased transparency and 
accountability, and given its self-financing obligation, the Administration believes that 
the Postal Service’s governing body and management should have greater authority to 
reduce costs, set rates, and adjust key aspects of its business in order to meet its 
obligations to customers in a dynamic marketplace. In doing so, we urge caution and 
care to avoid unintended disruption of market forces. 

Foster ereater accountability Given its existing monopoly, potentially greater flexibility 
for operations, and its competitive position in some important segments in the delivery 
marketplace, we urge Congress to enact legislation that ensures that there is appropriate 
independent oversight to protect consumer welfare and universal mail service. We 
would like to see reform legislation that provides the corporate governing body with 
necessary tools to properly motivate postal management to achieve key objectives such as 
increasing productivity, enhancing service, and improving labor relations. An 
independent regulatory body must have sufficient authority to fulfill its oversight 
responsibilities. 

Ensure self-financing The Administration is committed in its desire to see a Postal 
Service that is financially self-sufficient, covering all of its obligations. We believe that 
ratepayers should be responsible for covering liabilities, including the off-balance sheet, 
unfunded liabilities. By so doing, the Postal Service remains motivated to operate in a 
manner that strengthens the financial and operational health of the Postal Service. 

Postal reform is not the only pressing matter involving the Postal Service that is currently 
before the Congress. The matter of enacting a comprehensive postal reform bill comes at 
virtually the same time as a related matter currently under consideration by Congress - 
modification of the CSRS Postal Funding Reform Act. There are two issues under 
consideration. First, whether Treasury or the Postal Service should be responsible for a 
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share of the costs paid to retired employees of the Postal Service that arise from 
increasing Civil Service pension benefits because of military service. In this regard, as 
mentioned earlier, the Administration continues to believe that the Postal Service should 
remain responsible for these costs and would oppose a modification to the Act. Second, 
whether the Postal Service should be required to maintain an escrow account that will be 
disbursed at the discretion of the Congress, The Administration believes that it is optimal 
for Congress to act expeditiously on both postal reform and the disposition of the escrow 
as a bundled whole. 

The Administration sees postal reform as an integrated whole. It is crucial to address all 
major aspects of the Postal Service’s cost and revenue lines, its balance sheet and off- 
balance sheet components, its corporate governance, its competitors, as well as the 
taxpayers and ratepayers. Reform should be characterized by the five principles that, 
when implemented, will ask each stakeholder to accept shared sacrifice in order to 
achieve a better, stronger, more accoimtable and transparent. Postal Service, 

Issues surrounding postal reform are, indeed, complex. We are in the presence today of 
Congressional leaders, such as Congressman McHugh and others, who have spent a 
tremendous amount of time dedicated to making the Postal Service better. Postmaster 
Genera! Potter’s sustained dedication to achieve this objective must also be recognized. 
The issues that are involved with postal reform are complex; however, the Administration 
stands ready to work with you to take this critical issue forward. 

Thank you, I will be pleased to answer any questions that you may have. 
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Mr. McHugh. And I mentioned what I thought was a very 
proactive position by the administration, by the President, given 
the first time it’s been focused upon since the Nixon administra- 
tion. But I would be remiss if I didn’t pay a tip of the hat to the 
Treasury Department that really, in terms of the administration, 
kind of led the charge and brought the issue to that end of Penn- 
sylvania Avenue’s attention, and we appreciate deeply the leader- 
ship role that the Department played. Thank you again for being 
here. 

With that, our next witness, as I mentioned in my opening re- 
marks, is a good friend of this subcommittee, a good friend of the 
Postal Service, and a man who, not for power or glory or money, 
I don’t believe, dedicated himself and continues to dedicate himself 
to the best possible Postal Service that the United States can 
produce, the chairman of the Postal Board of Governors, David 
Fineman. 

STATEMENT OF DAVID FINEMAN, CHAIRMAN, U.S. POSTAL 

SERVICE BOARD OF GOVERNORS, ACCOMPANIED BY JOHN 

E. POTTER, POSTMASTER GENERAL OF THE UNITED STATES 

Mr. Fineman. Thank you, Mr. Chairman. 

Mr. McHugh. Thank you. 

Mr. Fineman. I’m now in the last year of my term on the Board 
of Governors and you and I, Mr. Chairman, I think, began to at- 
tack this issue together almost about 8 years ago. And I want to 
thank you particularly. Congressman Davis, and other members of 
the committee who have been there with us for so long in trying 
to enact reform. I do want to take this opportunity to also thank 
the administration for putting in a lot of labor on this issue. 

Mr. Chairman, I remember some time ago you and I spoke to an 
industry group, and I think at that time, which was probably some- 
place around 7, 8 years ago, I talked about a train wreck that was 
about ready to happen. I’m somebody from Philadelphia, and I com- 
mute here by taking that Northeast train. It begins in Boston. And 
if we assume that train wreck is going to occur in Washington, I’d 
suggest to the members of the committee that the train’s about 
ready to leave Baltimore now and about ready to come into Wash- 
ington. 

There is a necessity to change the law, and I’ve been here and 
said that on numerous occasions. And the real evidence of that has 
been alluded to before, but a couple of facts have made it even 
more apparent. If you look at first class volume as an example, we 
peaked at about 104 billion pieces in 2001. We declined by 1 billion 
pieces in 2002 and declined by 3 billion pieces in 2003. The Presi- 
dent’s Commission and others really don’t know where that’s going 
to lead, and I’m not sure anybody does, quite frankly. And for the 
first time since postal reorganization, first class mail volume is less 
than 50 percent of the total of mail. All of us, every day — I’m an 
attorney in Philadelphia — how many pieces of e-mail do I get per 
day? How many documents do I get that are sent to me by lawyers 
from throughout the country that previously would have been sent 
to me in the mail? How many times do I print out letters that are 
sent to me by e-mail so that I can put them into my files? We know 
what the problem is. 
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I commend all of you for taking the leadership. The Board under- 
stood as well, and particularly in the last 4 years or so, I think that 
the Board has exerted leadership and begun to work with manage- 
ment as a board should work with management, and that is to say 
to management, “Look, these are the things that we want to get 
done.” And management, the Postmaster General, has executed 
that plan. I think it began by us saying some time ago — I was look- 
ing at testimony before this committee some time ago when we 
froze facility spending, capital spending. It wasn’t that popular 
with some of the Members of Congress, but it needed to be done. 
And what we did by doing that was to begin to change the way we 
spend money at the Postal Service and begin to have more money 
to spend and to be able to keep rates at a level that made a little 
bit of sense. We began to examine our core values. So we did look 
at the e-commerce area, where a lot of money had been spent, and 
my testimony reflects it wasn’t a good venture. And the Board put 
pressure on management, and you’ll notice that we are not in- 
volved in those kinds of issues anymore. We selected a Postmaster 
General, who I’ll speak about a little bit later. We reduced the av- 
erage interest rate that we now pay on our debt from 5.1 percent 
to 1.1 percent. More importantly, we said to the Postmaster Gen- 
eral, “It looks to us like we have to decrease our career com- 
plement, that is the number of employees we have. And that’s de- 
clined by 24,000 in 2003 and will probably decline by 11,000 more 
positions next year. And we did that, I would suggest, by working 
closely with our labor unions, without having any layoffs; and it 
was done with attrition and cooperation with our labor unions. And 
what we need now is to attack, as Congressman Waxman has indi- 
cated, our facility and infrastructure. You know, in Philadelphia, 
for years the Postal Service building was across from the train sta- 
tion, and that is where it’s located in so many major cities, and 
that’s because mail traveled on trains. Mail doesn’t travel on trains 
any longer. It travels on an interstate highway system. We’ve got 
to be able to rationalize what this infrastructure and network sys- 
tem is. And I commend the leadership also of David Walker. I 
think that by issuing his report — and he has said to us that we 
need to look closely at many issues, and I commend you for doing 
that, and it gave us the discipline to do that. But now we need 
help. We need help to change the laws. 

As you know, Mr. Chairman, the entire Board, at least since 
March 2001, has sent a letter to Congress and to the President, 
and we’ve testified before the President, the Commission, and we 
have said that we need change. And we agree to a large degree 
with most of what the President’s Commission has said. The Presi- 
dent’s Commission raised the issue of transparency, and the Board 
reacted to it. I think that you’ll see within the next months reports 
that are far in excess of, I think, what might be — the SEC require- 
ments are going to be. We are going to report on a monthly basis. 
We are going to take action to be as transparent as we can, but 
we need additional flexibility. 

The rate process is broken. There’s no necessity for me to testify 
at length about that. I’ve done it before. We can support a system 
that includes well-constructed price caps which — when we need 
special relief, we are going to need special relief in exigent cir- 
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cumstances. And as many of my friends know, many of us, I’ve 
been a strong advocate of collective bargaining. I do not believe 
that the Commission should, or a postal rate commission, or a post- 
al regulatory board should interfere in any way with the collective 
bargaining process. On the other hand, I do believe that everything 
should be on the table for collective bargaining, including health 
benefits. 

There are, as Congressman Waxman has indicated, and as oth- 
ers, two important legislative issues before Congress in the near 
term, funding of the military service cost and eliminating the es- 
crow provisions. And all that I ask is — as chairman of the Board, 
is that we attack those issues quickly. And the reason that I say 
that is if we have the present law that we operate under, which 
is a ridiculous ratemaking process, we have to set — we have to pro- 
pose rates to the Postal Rate Commission some 10 months before 
rates would be enacted. We have to begin to work on that system. 
I’ve said, 18 months to 24 months ahead of time. We need action 
on this, so that we, the Board, can talk about rates and can con- 
sider rates in a considered manner. 

Where we disagree with the President’s Commission, or where I 
disagree, are basically three areas, one I’ve mentioned already 
being collective bargaining. The other is the Postal Regulatory 
Board, and I think that the Postal Regulatory Board, there has to 
be a clear line between what your functions are, the managerial, 
the public policy decisions about universal service, about the mo- 
nopoly, and those that the Postal Regulatory Board would make. 
And second of all, and I guess there’s nobody who should shun 
their responsibility, but rather to comment upon what the Presi- 
dent’s Commission has recommended in regard to its Board of Di- 
rectors, I personally don’t care if you change the name from Board 
of Governors to Board of Directors, but I think that one of the most 
important things that we can do is to keep the bipartisan nature 
of this Board. We have not had Democrat and Republican fights on 
this Board. It has five of one party and four of another. The Presi- 
dent’s Commission, I think well intended, could result in a very 
highly partisan Board, which I would not like to see happen. There 
are, in that report, certain age restrictions which I think are appro- 
priate. However, I think that the bar of 70 years of age, we might 
raise it a little bit. You know. Jack McKeon did win the World Se- 
ries. He was about 72, so I am not sure that’s appropriate. 

In conclusion, Mr. Chairman, I am saying that we can do — we’re 
doing everything we can, but the business model from 1970 is no 
longer valid, and we’re reaching the limits of what current opportu- 
nities are available to us, and we’ve got to change those assump- 
tions. I think that you and I, Congressman Davis, Congressman 
Waxman, I see here, you know we’ve said the time is now on nu- 
merous occasions, but I’m telling you that train is about ready to 
run into Union Station, and it’s about time that we really made 
some changes. Before I conclude, I do congratulate all of you on 
working in a bipartisan way to change this law, and I look for- 
ward — I want to say that I’m about ready to finish my term, and 
I do look forward to working with all of you on changing that law. 
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and I continue — even if I should be gone within some period of time 
as chairman of the Board, I would look forward to continuing our 
relationship to change this law. I think I have a lot invested in it 
at this point. 

[The prepared statement of Mr. Fineman follows:] 
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Good afternoon, Mr. Chairman and Members of the Special Panel. 

1 appreciate the interest of this committee in assuring the continuance of affordable universal mail service 
for each and every American. Thank you for the opportunity to talk with you about the critical issue of 
comprehensive legislative reform for the United States Postal Service. 

As you know, the Postal Service Board of Governors directs the exercise of the power of the Postal 
Service. It establishes strategic policies, basic objectives, and long-range goals for the Postal Service. 

We take these responsibilities very seriously. 

I have had the pleasure of being a member of the Board of Governors of the United States Postal Service 
since 1995. Over the course of those nine years, I have worked closely with my fellow governors to 
conscientiously carry out our legal mandate to "direct and control the expenditures and review the 
practices and policies of the Postal Service". I also came to realize early on that the law under which we 
operate is both antiquated and inefficient, I have had the pleasure of getting to know many of you and 
your staff as I have worked with you towards bringing about change to this law. 

I have also come to appreciate the value of mail service to the American people and the role it plays in 
making the US economy the greatest in the world. I am proud of the thousands of dedicated Postal 
employees who manage to get the mail delivered regardless of the obstacles faced. We have faced some 
significant challenges in the last few years, and I want to thank every member of this Panel, the General 
Accounting Office, and the Administration for their assistance in helping us address them. 

In 2003, the United States Postal Service set records in service, productivity and customer and employee 
satisfaction, while also maintaining universal mail service and generating a positive bottom line for the 
business. 

We closed the year with a net income of $3.9 billion, reflecting both our success in managing costs and 
improving efficiency and the positive effects of the Civil Service Retirement System funding reform 
legislation. 

An analysis by the Office of Personnel Management found that, without a change in our payment 
schedule, the Postal Service would overpay its obligation to the Civil Service Retirement System by $105 
billion. Quick action by Congress and the Administration resulted in legislation to avoid this overpayment. 

The savings available through the new law helped us reduce outstanding debt by more than one third, 
from $11.1 billion to $7.3 billion, and make It possible for us to continue reducing debt in 2004 and hold 
postage rates steady until at least 2006. 

But these successes are masking a basic flaw in the business model upon which the Postal Service was 
founded. The assumption that growth In mail volume will provide sufficient revenues to meet the cost of 
providing universal service to an ever-growing number of delivery points is no longer valid. 
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The goal of the 1 970 law creating the modem Postal Savice was to provide universal, affordable mail 
service to everyone in America while maintaining a f<KJus cm self-sufficiency and the bottom line. For 
many years, the legislation has been very successful. Over ttie course of the past three decades, 
postage rates have risen at about the rate of InflaUon and the Postal Service has been modernized to 
meet the changing service needs of businesses and the public. 

However, the Postal Service faces a major structural diange in the way Americans conduct business. 
Electronic alternatives to hard copy mail are becoming Increasingly acceptable to the public and will 
continue to divert significant portions of the mall stream away from the Postal Service and onto the 
Internet. 

There is evidence that this diversion has begun. Significant amounts of business correspondence have 
been diverted from the mail stream, and bills, payments and other financial transactions that constitute 
the bulk of First-Class Mail volume are vulnerable to further diversion. 

First-Class Mail volume declined for two years In a row and the decline is accelerating. From a peak of 
104 billion pieces in 2001, First-Class Mail declined by 1 billion pieces in 2002 and another 3 billion 
pieces in 2003. While this decline is partially attributable to sluggish economic growth and perhaps the 
lingering effects of the bioterrorist attacks of 2001 , electronic diversion is a factor as well. 

For the first time since the Postal Service was reorganized 34 years ago, First-Class Mail volume was 
less than 50 percent of total mail volume. Total mail volume was 202 billion pieces, with First-Class Mail 
registering only 99 billion pieces. 

Standard Mail, which is largely advertising, reached its highest share of the total ever in 2003, at 45 
percent. While the prospects of growth in advertising mail volume are good, the contribution margin 
obtainable from this very price-sensitive category is much lower than that for First-Class Mail. It takes 
about three new pieces of Standard Mail to make up for the loss of one piece of First-Class Mali. 

The financial problems presented by declining volume and changes in the mail mix are exacerbated by 
the need to serve an expanding delivery network, /^though the total amount of mail we delivered declined 
between 2002 and 2003, the number of addresses served increased by 1 .9 million. While we deliver to 
5.4 million more addresses than in 2000, the amount of mail we delivered has declined by 5,7 billion 
pieces since that time. 

Remember, our business model is designed around the premise that increasing volume will pay for an 
ever-expanding delivery network. 

As a result, we are challenged to find new expense reductions and revenue growth to compensate for the 
decline in this historic funding source. 

But the decline in volume and the change in the mail mix took away $668 million in revenue contribution 
last year alone. This is the same as adding an extra one percent to our cost base. 

Essentially, the volume of First-Class Mail and the number of delivery points are moving in opposite 
directions. Since 2001 , while First-Class Mail volume decreased, our delivery network has expanded by 
3.7 million new delivery points. We absorbed these deliveries through productivity increases rather than 
hiring the equivalent of 4,000 new carriers each year, purchasing new vehicles, and adding facilities 
space. 
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We expect this delivery point growth to continue fw ttie indefinite future. The Bureau of the Census 
reported housing starts in August 2003 at a seasonally adjusted rate of 1 .82 million, while Harvard 
University’s Joint Center for Housing Studies reported that housing production in the current decade is 
expected to "exceed the 16.6 million units built and manufactured between 1991 and 2000" due to 
"increasing household growth, strong demand for second homes and better balance in rental markets." 

Additionally, strong immigration, younger members of the baby-bust generation living on their own, aging 
baby-boomers purchasing second homes and shifts in family composition contribute to a projected 
average annual demand for 1 .7 million new housing units. 

There is another issue as well. It is very labor intensive to deliver the mail. And salaries and benefits are 
our biggest expense. This expense Is determined by the number of employees, the number of hours they 
work, their rates of pay and the benefits they receive, such as health and retirement benefits. 

Our expenses are also affected by increases in the premiums for the health plans of our retired 
employees. A significant source of expense growth in recent years has been the inflation in health 
benefits. Federal Employee Health Benefit Program premiums increased 13.3 percent in January 2002 
and by 11.1 percent in January 2003. 

Premium Increases averaging 10.6 percent are scheduled for January 2004. This has translated to health 
benefit cost increases for the Postal Service of $471 million in 2002 and another $471 million in 2003. 

Each one of these issues presents challenges to us, given the limitations of our current mandate. 
Combined, they offer a daunting prospect for the viability of our business model, 

Nonetheless, the Board of Governors has the legal obligation to manage within the constraints of fiie 
current business model, so that Is what we have been doing - and in my opinion, doing quite well. 

We are managing for results. We have asked management to focus on three key strategies: improving 
operational efficiency, adding value for our customers, and enhancing our performance-based culture. 

With the help of management, Congress, and stakeholders, we identified each of these strategies in the 
Transformation Plan we developed in 2002. We know the Postal Service must continue to change to 
meet the needs of a changing nation. The Transformation Plan is helping us do that. 

Regardless of the long-term proposals out there right now. our Transformation Plan remains our guide to 
doing ail we can within the current law to increase the value of the mail, make It more effective than ever 
and assure its future. 

We have taken other steps to take full advantage of ail the flexibility granted to us by current taw. Let me 
give you some examples. 

First, let’s touch on our fiduciary responsibilities. We have an Audit and Finance Committee to review the 
soundness of accounting and interna! control practices and major financial statement accruals for the 
organization. The Committee also monitors financial performance, debt levels and cash management. 

So, in February of 2001 , when the Chairman of the Board’s Audit and Finance Committee reported that 
the trends in Postal Service finances were "alarming and unacceptable. . we quickly moved to re- 
examine how this organization was conducting business on all levels. 

Management was directed to temporarily freeze ail new facility commitments, reduce planned new facility 
commitments for the year by $1 billion, and limit future capital commitments to levels that could be funded 
from cash flow. 
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In the last three years capital commitments have been limits to those projects that have a high return on 
investment, are required by law, or have been necessary to insure customer and employee safety. New 
commitments, which had averaged $3.5 billion per ^ar in the five years leading up the temporary freeze, 
have averaged $1 .6 billion per year in the three yeare since. 

These measures have worked. Cash flow has been adequate to fund capital spending in the last three 
years and debt has fallen. 

The most important way in which the Board provides direction to the Postal Service is through the 
selection of the Postmaster General. In selecting Jack Potter, a career operations veteran to lead the 
organization, the Board sent a clear signal that service performance, cost control and productivity 
improvement were the priorities. 

Tlie organization responded. Service performance scores climbed to record levels and the number of our 
career employees declined by 24,000 in 2003. We plan an additional reduction of 25 million work hours in 
2004, which translates to as many as 11,000 fewer career positions. 

Best of all, we have reduced these positions through attrition, voluntary retirements, vacancies and 
reassignments. No employees were laid off. 

The Board also decided that management should give greater emphasis to focusing on its core strengths. 
One area of particular concern was e-commerce. We began a re-evaluation of all e-commerce business 
plans. 

After reviewing the financial performance and expectations for these plans, as well as their alignment with 
the Postal Service’s core business, all but one of our e-commerce ventures were discontinued or 
realigned. 

At the time we began our review in February 2001 , e-commerce spending was $33 million annually, 
producing gross revenue of only about $2 million. Today, the Postal Service is spending less than one 
million dollars a year on e-commerce, with projected gross revenue of $5 million. 

The lesson is clear. We don’t have the luxury of taking our eye off the ball . We must remain focused on 
our core business. This remains a priority for the Board in ail its strategic policy and fiduciary decision- 
making. 

The Board’s focus on the bottom line has strengthened financial management within the Postal Service. 
The spread between long-term and short-term interest rates last year created an opportunity to refinance 
our debt, reducing our average interest rate from 5.1 percent to 1 .1 percent. 

As a result, we saved $62 million in interest in 2003. And, we expect to save an additional $336 million in 
2004. 

We are also enhancing existing products and services - and expanding access and convenience to 
postal services. Our popular website, USPS.com, is a great example of this, offering access to 
information, stamps and one of our most successful new offerings, Click-N-Ship. 

With Click-N-Ship, customers can create and print mailing labels from their home computer — with or 
without postage — and carriers will pick the packages up at the customer’s home. 
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We will be rolling out self-service kiosks called Automated Postal Centers tfiis year as well. These kiosks 
will let customers buy stamps and postal producte just as ATMs enable customers to conduct self-service 
banking. The goal of these efforts is to promote ease-ofnise for our customers. The easier we make it for 
them to use our services, the more of our services ttiey are likely to use. 

There is another area where the Board has asked management to take a long, hard look at current 
practices - the vast network of facilities and transportation infrastructure that has developed over the 
years. 

The opportunity to consolidate operations and streamline our network represents a significant cost 
reduction opportunity. A leaner plant network would drive transportation and facility costs down. That 
benefits everyone. 

Along the same lines, the Postal Service must be allowed room to implement infrastructure changes 
including - but not limited to - changes in the number and location of post offices and processing plants, 
and changes in our transportation networks. That simply makes good business sense. 

In this instance and the others 1 have mentioned, the Board provided leadership and support to an able 
top management who effectively addressed a number of difficult problems. We are fortunate to have the 
management team we do as we face the challenges ahead of us. 

But let's be clear about this. The combination of declining First-Class Mail volume, increasing delivery 
points, and expanding benefits costs has put the Postal Service Into a box which no amount of good 
management, cost cutting, or improved efficiency can get us out of. We can’t get out of the box because 
the current business model won’t allow us to. 

Once again we need your help. 

The time is now to provide the Board of Governors and postal management with new tools to meet the 
new business environment it faces. We cannot wait until the Postal Service is in such financial crisis that 
drastic service or delivery reductions are our only option. 

Each year, as we aggressively pursue additional improvements, the margin of return becomes smaller as 
efficiency increases. Essentially, the more we Improve our efficiency, the less room there is to make up 
for the gap caused by the fixed costs inherent in our current business model. 

We must find new ways to give postal management the modern business tools it requires to keep the 
Postal Service viable in the 21®' century. We must be freed from the legislative shackles of three decades 
ago. 

We have been advocating this position for some time now. As previously mentioned, I have personally 
worked with many of the members of this Panel as legislation was developed to address these issues. 

In March of 2001 , the Board of Governors sent a letter to Congress and the President specificaliy stating 
the need for significant statutory refoim in pricing and labor flexibility. The letter stated: “We see alarming 
trends that seriously threaten the future of America’s mail service... Without change to our regulatory 
framework, universal service will be difficult to maintain. We foresee rapidly rising rates and reduced 
service if legislative reform is not enacted prompUy...” 


5 



37 


That is why we were so pleased by the creation of the President’s Commission on the United States 
Postal Service. During the eight months that the nine-member bipartisan commission held public 
meetings and met with stakeholders, we provided the CcHTimission with a great deal of information and 
documentation about our organization’s needs and concerns. The Postmaster General and I testified 
before the Commission. Other Postal Service lead«^ testified in detail about their areas of expertise as 
well. 

The Commission presented its findings in July. It offered recommendations for change In several key 
areas: the Postal Service business model, private-sector partnerships, technology and workforce. In 
December, the President publicly urged Congress to enact postal reform legislation based on five 
principles that were in the Commission’s report. 

We agree with the goals of these five principles - Best Practices. Transparency, Flexibility, Accountability, 
and Seif-Financing. In many ways, they mirror our Transformation Plan for the Postal Service. 

The President’s Commission also said the Postal Service should set the standard for financial 
transparency by which all other Federal entities are judged. We agree. 

In fact, last August, at the Board’s direction, the Postal Service began to enhance the transparency of its 
financial reporting. Our 2003 Annual Report, which was issued in December and is posted on our web 
site, includes enhanced disclosure in the footnotes and the Management Discussion and Analysis 
section. In addition, in the first quarter of Fiscal Year 2004, the Postal Service began to publicly report, 
on its web site, significant events in accordance with SEC Form 8-K reporting requirements. 

We will achieve greater financial transparency in February with the issuance of our Quarter 1 , Fiscal Year 
2004 Financial Report. Consistent with SEC Form 10-Q, this report will include an enhanced 
Management Discussion and Analysis section and expanded financial statements. 

And, this month, I. along with other members of the Board of Governors and senior Postal Service 
officers, discussed the topic of annua! disclosure as they are reported through SEC Form 10-K. In the 
coming months, we will complete plans to further enhance our annual financial reporting. 

As we look ahead, the Governors of the Postal Service need additional flexibility in directing the activities 
of the Postal Service. The Postal Service’s ability to adjust its retail network is constrained by current law. 
We have a burdensome rates process. We are being asked to operate in a very competitive marketplace 
without the ability to negotiate prices and service with our major customers. 

We cannot be asked to conduct ourselves in a businesslike manner when the tools to do so are not 
available to those running the business. 

We fully understand that with an increased level of management flexibility must come an appropriate level 
of oversight. This provides the necessary balance to protect the public interest. 

The Commission proposes that this oversight be largely provided by a new Postal Regulatory Board, with 
discretionary policy authority in a wide range of areas, to replace the current Postal Rate Commission, 
which has a more limited mandate. 

We understand the rationale for the discretion the President’s Commission has defined for the Postal 
Regulatory Board. Yet regulators are normally required to operate within limits and guidelines. 

Regulated private companies and their shareholders have legal protections against arbitrary action by the 
regulator that the Postal Service cannot have as a government institution. 
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At the least, there should be standards drawing a clear line between what is appropriately a managerial 
function within the oversight of the Governors or Directors. \^at is a regulatory function committed to the 
regulator, and what is a public policy function reserved to the nation's lawmakers. 

For instance, the Postal Regulatory Board can revisit the vital national issues of the postal monopoly and 
universal service. From the perspective of the Postal Service Board of Governors, these are clearly 
issues of broad public policy that should be resolved as part of our management responsibilities, as 
determined by Congress. 

They are not regulatory issues. Without defined limits or guidelines, the regulator could conceivably limit 
the monopoly in such a way as to jeopardize univereal service or even redefine the scope of the nation’s 
mail service itself. 

The powers of the proposed Postal Regulatory Board could also affect the outcome of the collective- 
bargaining process. The Postal Service has been, and continues to be, a strong supporter of collective 
bargaining. This process of give and take assures that the interests of our employees - and the unions 
that represent them - are considered within the larger picture of the Postal Service’s financial situation 
and the needs of our customers. 

But by determining the range within which wages may be negotiated, the Postal Regulatory Board could 
impede the ability of the parties to successfijtly negotiate agreements. 

The Commission also recommended significant changes to our governing board. ! cannot agree with ail 
of their recommendations, and I want to tell you why. 

Today, the Governors are appointed by the President with the advice and consent of the Senate. They 
serve staggered nine year terms, and by law, no more than five members may belong to same political 
party. This structure has allowed the Postal Service to enjoy bipartisan oversight and consistent 
governance of this $68 billion national service provider. We are concerned that the Commission’s 
proposal for a new Board of Directors could change this. 

Under the Commission’s recommendations, the President would appoint three Board members, who 
would then select the first eight independent Board members, with the concurrence of the Secretary of 
the Treasury. After that, independent members would be selected by the Board as a whole, again with 
the concurrence of Secretary of the Treasury. But there would be no limits on the political affiliation of 
Board members, in addition, the proposal allows the President or the Secretary of the Treasury to 
remove directors. 

My concern is that if enacted as proposed the Senate’s statutory role of “advice and consent” would be 
greatly diminished. The lack of party affiliation requirements and the ability of the President and 
Secretary of the Treasury to remove members of the Board could potentially result in highly-partisan 
Boards in the future. 

Rather than becoming more impartial and businesslike, a Board of Directors as envisioned by the 
Commission could be less Impartial, less knowledgeable, and possibly more political. 

From previous testimony, you know that the Board of Governors is on record in favor of reform of the 
current ratemaking structure. 

The current system is cumbersome and expensive, and it pits the entire postal community against one 
another in a litigious free-for-all. In its place, we would support a system including a well-constructed 
price cap mode) that properly addresses the Postal Service's economic situation. 
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To protect service, the new model must include an opportunity for the Postal Service to go back to the 
regulator for special relief in exigent circumstances. 

The Board is determined to do everything we can to hold future prices within reason, for the benefit of our 
customers and out of necessity for the long-term health of the institution. 

None of us has a crystal ball, however, and experience has reminded us of the power of intervening 
events to overturn the best of plans and projections. 

This necessarily means that the Postal Service must have more control over the benefits dimension of its 
cost structure. Over the last five years, hourly wage expense has increased by an average 3.2 percent 
per year. 

At the same time, the cost of employee health benefits has increased 1 1 .0 percent. Retiree health 
benefits cost has grown by 15.6 percent. Workers’ compensation expense has increased by 10.9 
percent. All of which are out of the control of the Postal Service. 

in a period of declining First-Class Mail volume and revenue contribution, the Postal Service cannot hope 
to keep total costs within inflation in the face of double-digit increases in the cost of benefit programs 
which it does not manage or control. 

All of my adult life, 1 have been a strong believer in, and an advocate for, collective bargaining. I am 
opposed to the suggestion that a postal regulator should have any role in setting postal wages or wage 
standards. 

By the same token, I believe that for collective bargaining to be effective, everything should be on the 
table, including benefit programs. 

And speaking of benefits, we are on the record as recommending that the obligation to fund the military 
service costs of postal employees' Civil Service Retirement System retirement benefits return to the 
Department of the Treasury. And we have also recommended that the escrow provisions of the Act be 
eliminated and that the "savings” be used to fund retiree health care benefits, retire debt or fund capital 
expenditures. Both of these issues could have a profound effect on our ability to manage to the bottom 
line in the years ahead, and the Postmaster General will address these topics in greater detail in his 
remarks. 

In closing, let me say that the Board of Governors will continue to do everything possible to protect the 
basic right of affordable, universal mail service for everyone in America. We will assure that all positive 
actions within the current law will be taken to make the Postal Service more efficient and customer 
responsive. 

Yet we must face the simple fact that our business model — established by the 1970 Postal 
Reorganization Act — is no longer valid. We can no longer expect that the costs of serving a continually 
expanding delivery base will be offset by increasing revenue from continued mail volume growth. 

This is my last year of service on the Board, so ! have some perspective on the process. I intend to 
continue working with the entire mailing community on these critical issues. And I know the Board of 
Governors will continue to direct the organization with the ftjll range of tools available to us under current 
law. 

As the Board has demonstrated over the last few challenging years, the current management and 
governance system works. The fact that we are having this conversation in anything other than a crisis 
mode confirms it. 
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But we are reaching the limits of the current opportunities available to us. We cannot keep pulling rabbits 
out of our financial hat. That is no way to run a business. 

Sooner or later, the status quo is going to have drastic consequences for the Postal Service and the 
entire mailing industry. If prices are forced to rise too rapidly, mail volume will only fall even faster. Service 
could be affected as well. 

We must change the basic assumptions about the business of delivering the mail in America, and we 
must do it while we have the window of opportunity that our current financial good news affords us. 

The time is now to provide us with the new tools to allow us to manage this $68 billion service the right 
way, like a business, with our eye on the bottom line. 

The conversation has already begun. The Commission brought informed proposals to the critical 
consideration of the future of our nation's mail service. The President has made recommendations based 
on the Commission's report. The Board of Governors of the Postal Service intends to remain engaged in 
that discussion as well. 

And we will continue to do everything in our power to assure that the Postal Service of the 21®' century 
will continue providing affordable, universal mail service for all customers and ail communities in America. 

Thank you, Mr. Chairman and Members of the Special Panel. 

# # # # 
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Mr. Fineman. With that, Mr. Chairman, I’d like to introduce the 
Postmaster General, if I could. 

Mr. McHugh. Please do. 

Mr. Fineman. That is one of the key decisions that the Board has 
to make, from time to time, is to choose the Postmaster General. 
We chose Jack Potter as a career employee of the Postal Service 
because we understood that we needed someone who was willing 
to make tough decisions, and willing to make hard decisions, un- 
derstanding the desperate place that the Postal Service was in. 
Jack has made those decisions and at the same time has created 
an atmosphere that I have never seen before between our labor 
unions and ourselves. He’s done that in a manner that is really ad- 
mirable and, I think, clearly one of the best decisions that we made 
was to have Jack Potter as our Postmaster General. So with pleas- 
ure, Mr. Chairman, I would like to introduce the Postmaster Gen- 
eral. 

Mr. Potter. Thank you, David. And I, too, want to add my 
thanks to every member of the special panel for the opportunity to 
add to the discussion of the need for comprehensive postal legisla- 
tive reform. I want to thank you. Chairman McHugh, for your per- 
sonal commitment over these many years. It’s been a long struggle. 
I’m also grateful to Congressman Davis, Congressman Waxman 
and Congressman Davis who’s not here. Congressman Burton for 
all of the efforts that have been made to move postal reform. And 
there are many people on the Committee on Government Reform 
and they too have taken part in leading the way to protect and pre- 
serve universal mail service for all Americans well into the future. 
My compliments to the administration — and Brian’s here rep- 
resenting them — the Congress, to my friend Comptroller General 
David Walker for recent legislation that adjusted the Postal Serv- 
ice’s payments to the Civil Service Retirement System. The legisla- 
tion has provided a period of rate stability for the American people 
and American businesses until at least 2006. Given the challenging 
economic conditions in recent years, stable rates could not have 
come at a better time. In addition, the legislation allows us to sig- 
nificantly lower our debt. 

However, there are two open issues remaining that we need to 
discuss regarding the 2003 CSRS legislation that require your ac- 
tion, and Congressman Waxman mentioned them. The first open 
issue concerns shifting to the Postal Service from the Treasury the 
retirement liability costs of our employees’ military service before 
they became postal employees. This obligation transferred payment 
of more than $27 billion from taxpayers to ratepayers. 

Last year the President’s Commission examined the impact of 
the move. In its final report, the Commission recognized the com- 
plexity of the issue, understood the long-term financial ramifica- 
tions, and recommended that Congress reverse the position. We 
agree with the Commission and with Congressman Waxman. Not 
only does $17 billion of the $27 billion represent a repayment of 
funds already provided to retirees by the Treasury, but more than 
90 percent of the $27 billion obligation results from military service 
performed before the Postal Service was established in 1971. We 
believe that these military service obligations should be returned 
to the Treasury and not be the responsibility of postal ratepayers. 
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Further, we propose that the funds required to finance the $27 bil- 
lion military service cost instead be allocated to fund our long-term 
obligation and retiree health care benefits estimated to be between 
$47 and $57 billion. Funding retiree health care has been a major 
issue for the GAO and the Congress, and we believe has greater 
priority than funding military service costs that have no linkage to 
operating the Postal Service. Finally, our proposal is that these 
funds stay in the CSRS fund, and therefore will not negatively im- 
pact the Federal deficit in a significant way. I look forward to con- 
tinued discussion on this proposal with this committee. 

The second issue deals with an escrow account, as previously 
mentioned. As constructed in the legislation, the Postal Service will 
be required to put the CSRS, “savings,” in fiscal years 2006 and be- 
yond into escrow pending congressional review. In effect, in 2006 
the requirement could negate the very benefit the CSRS legislation 
made possible by putting postal customers back where they started 
before the legislation was enacted. 

I agree with Congressman Waxman that we need to deal with 
this escrow fund and put it to bed. Moreover, the rate increase re- 
quired to fund the escrow could have a damaging effect if we were 
made to create it on the mailing industry and businesses that rely 
on the mail to reach their customers. I recognize the intent of the 
provision in last year’s legislation, and let me assure you that post- 
al management and the Postal Board of Governors will not in any 
way squander the benefits gained from reduced CSRS benefit pay- 
ments. As requested, we are now developing added detail relating 
to our networks and employee complement requirements in the fu- 
ture. I look forward to continued dialog on this issue. We really 
want to make sure that this committee is satisfied with our re- 
sponse. Resolution of these issues in this session of Congress will 
help us in every mailer segment in this country as we examine our 
revenue needs for 2006 and beyond. 

The Postal Service has made great strides in the past few years. 
As chairman of the Board Fineman mentioned, there is a mood of 
optimism among our employee and management ranks that we can 
do things we never thought possible. This can-do attitude tran- 
scends every aspect of our business and compels us to reexamine 
long-held presumptions. In 2003, we experienced our fourth 
straight year of increased productivity. We achieved record levels 
of service in all measured categories. We saw customer satisfaction 
reach record levels. We saw workplace environment indicators 
reach record levels, too. There is a new positive and constructive 
relationship between labor and management as evidenced by sig- 
nificant reduction in employee grievances and voluntary contract 
extensions that we reached with several major unions. We have 
been aggressively, and with common sense, managing the business, 
and we will continue to do so. 

Yet for all the success that we have had, no one should be lulled 
into a false sense that all is right with the postal world. As Chair- 
man Fineman pointed out, the underlying business model remains 
problematic and compels legislative change if we are to continue to 
provide the American people and American business with a similar 
level of affordable service that we have today. No, the Postal Serv- 
ice is not broken today, nor will it be broken in the next year or 
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the year after; however, mail volume trends are a cause for con- 
cern. Without new growth opportunities and aggressive cost reduc- 
tions, we could be forced to raise rates such that volumes will de- 
cline precipitously. 

Management and the Board must have sufficient tools to in- 
crease revenue and lower costs to meet the changing customer 
needs for mail services. We should not wait for a crisis event. That 
is why I applaud the foresight of the President and this committee 
to craft a new blueprint. We can and should buildupon the Presi- 
dent’s Commission recommendations and the five principles out- 
lined by the President. As detailed in my written testimony, I be- 
lieve a sixth principle is the commitment to a strong collective bar- 
gaining process. 

I look forward to working with each of you on legislation that ad- 
dresses the need for pricing flexibility, including annual adjust- 
ments; that includes appropriate regulation and transparency; that 
provides management and the Board with the necessary authority 
to adjust postal network infrastructure of plants and post offices 
with appropriate community input; that defines public policy re- 
sponsibilities among management, the Board, the regulator, and 
the Congress regarding issues such as universal service; and one 
that takes a fresh look at the collective bargaining process to 
strengthen the relationship between management and labor, bal- 
ancing the legitimate concerns of the customer. With Chairman 
Fineman and the Governors of the Postal Service, I look forward 
to developing, at this unique time in our history, legislative reform 
that works for the American people, works for our employees, and 
will deliver for America. Thank you very much, Mr. Chairman. 

Mr. McHugh. Thank you. 

[The prepared statement of Mr. Potter follows:] 
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Chairman McHugh and members of the Special Panel, I welcome the opportunity to meet with 
you today to discuss the very real need for comprehensive reform of the legislative framework 
governing the Postal Service. For a number of years. Chairman McHugh, other members of this 
Panel and the Committee on Government Reform have recognized that fundamental change is 
necessary to protect the right of affordable, universal mail service for everyone in /Vnerica. In 
addition to Chairman McHugh, I particularly want to recognize Committee Chairman Tom Davis 
and Representatives Dan Burton, Henry Waxman and Danny Davis for their work on this issue. 

Their efforts resulted In in-depth explorations of the economic factors and market dynamics that, 
in the long term, threaten the ability of the Postal Service to carry out its mission successfully. 

More significant, they were willing to propose solutions in the form of legislation that would 
modernize the 34-year-old law that established the Postal Service. 

We are grateful for those efforts to address this situation before it results in a crisis. As Chairman 
McHugh has said often, "the time to fix the roof is now, before it rains.” I agree. 

Chairman McHugh’s leadership and forward thinking have helped to educate the entire postal 
community on this issue. And the action of the President in creating a Commission on the United 
States Postal Service has complemented those actions. 

As you have heard from S. David Fineman, Chairman of our Board of Governors, both the 
Governors and management of the Postal Service support modernization of the charter that 
created the Postal Service. We also understand that in today’s extremely challenging 
communications market we must manage our business as effectively as possible. 

That is what we are doing. Since ! assumed the role of Postmaster General, transformation of the 
Postal Service has been our central focus. And I am pleased that the President’s Commission on the 
Postal Service acknowledges that our Transformation Plan is guiding us to substantial progress in 
adapting to an uncertain future. Clearly, it is taking us in the right direction. 

While the Transformation Plan became our organizational vision in 2002, the ongoing process of 
transformation began before then through our breakthrough productivity initiative. The year 2000 
marked the first of a record four straight years of increases in total factor productivity. 

We have reduced our career employee complement by over 80,000 - a ten percent reduction 
from its peak level in 1999. Only 70 Mierican companies have as many as 80,000 employees on 
their rolls. 

We have delivered $5 billion in cost savings since 2000. Tliis includes $2.7 billion in savings 
resulting from Transformation Plan initiatives over the past two years. We are on track to surpass 
the $5 billion in savings called for by the Transformation Plan over the five-year period ending in 
2006. 
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Consistent with our Transformation Plan goal of enhancing a performance-based culture, we 
have established pay-for-performance systems for m^agers, executives, postmasters and 
supervisors. The new system links 100 percent of pay increases to performance. We have 
brought service performance and customer satis^ction to their highest levels. We have improved 
the workplace environment, measured both by reductions in grievances awaiting arbitration and 
quarterly employee surveys. We are aggressively managing the business. This will not change. 

In addition to the Transformation Plan strategies that have contributed to these successes, the 
recent legislation adjusting the Postal Service’s payments to the Civil Service Retirement System 
helped us achieve a welcome and needed level of financial stability. 

Without the correction provided by this legislation, the Office of Personnel Management and the 
Genera! Accounting Office found that the Postal Service could have overpaid its obligation by 
$105 billion, costs that would otherwise have been borne by every user of the mail through the 
price of postage. We are particularly grateful for the understanding and cooperation of Chairman 
Davis and the Committee on Government Reform, as well as the administration and the General 
Accounting Office for their prompt action in addressing this problem. 

By Immediately reducing costs related to funding the Civil Service Retirement System, this 
legislation will allow us to hold rates steady until 2006. This legislation has contributed to our 
ability to reduce outstanding debt by more than one third - from $1 1 .1 billion to $7.3 biiiion ~ in 
fiscal year 2003. We will continue to take advantage of the new CSRS payment schedule to 
reduce debt even more this fiscal year. This same legislation, however, presents very definite 
challenges, which I will also address today. 

In the near term, the CSRS legislation has resulted in a welcome period of financial stability. 
Within that context, we have the opportunity and the obligation to develop the right solutions to 
the challenges facing the nation’s mail system so that every family and every business in America 
continues to enjoy - and benefit from - affordable, universal mail service. 

It is important that I take a moment to acknowledge that the success of the Postal Service over 
the last three decades is largely a result of the new business model that was created by the 
Postal Reorganization Act of 1970. The Postal Service is self-sufficient. Postage rates have 
largely tracked the rate of inflation. And, by the end of this fiscal year, we will have achieved the 
Act’s mandate that the Postal Sen/ice “break even" over time. 

Yet, as we continue to improve efficiency, we recognize that opportunities for savings and 
improvement wii! grow increasingly limited. New tools will be necessary. 

Many - in the Postal Service, the marling community, and in Congress - have long recognized 
that, despite the success made possible by the 1970 Act, the business model it created is 
becoming increasingly disconnected from today’s reality. It is outdated and inflexible. The Postal 
Reorganization Act was predicated on the assumption - valid for most of the last 34 years - that 
continually growing mail volume would result in continually increasing revenue. That revenue, in 
turn, would be sufficient to cover the costs of an expanding service network. This is no longer the 
case. 

The productivity improvements of the last few years, coupled with reduced pension payments 
resuiting from the CSRS legislation, have masked the need for change in the Postal Service. The 
need for change may not become apparent to everyday mail users until the inflexibilities of our 
dated business model begin to affect service and the price of postage. We cannot afford to let 
this happen. 

The facts speak for themselves. 
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Mail voiume has declined in each of the last three fiscal >^ars, dropping more than five billion 
pieces from its peak in 2000. This represents $4.5 billion less in revenue. During the same 
three*year period, the number of addresses we serve increased by 5.4 million. This combination 
of factors - declining mall volume contrasted with the costs of a stiil-growing service network - 
resulted in a net loss In three of the last four years. 

In 2003, extremely focused efforts in managing our business and the impact of the Civil Service 
Retirement System payment reform legislation, combined to result in a net income of $3.9 biiilon. 
Even without the welcome relief of the CSRS legislation, continued cost reductions and increased 
productivity would have resulted in a net income of $900 million. This was. In itself, a 50 percent 
increase over plan. 

Of course, a number of external factors contributed to mail volume losses since 2001 . These 
included the 9/1 1 terrorist attacks, the use of the mail for bioterrorism and. most significantly, the 
effects of a difficult economy. 

But, as Chairman McHugh’s pioneering work has validated, profound structural changes are also 
at work. These include the increasing use of electronic communications for transactions that, in 
the past, had almost universally taken place through the mail. The robust growth of private-sector 
delivery services - from packages to time-sensitive communications - has also altered the 
competitive landscape. These factors will contribute to a diminished rate of mail volume grovrth 
as our delivery infrastmcture - and its associated costs - continues to expand. 

This will place extreme pressure on our bottom line. Significantly, volume trends indicate that 
First-Class Mail, which provides the greatest contribution to supporting system overhead, may 
continue its decline. In fact, in 2003 First-Class Mail volume was less than half of our total mail 
volume - for the first time in our history. 

President Bush’s creation of a Commission to examine the Postal Service was an important 
acknowledgement of the forces driving the need for change. I thank the Administration for its 
willingness to take on this critical public policy challenge sooner rather than later. The 
Commission’s report, defining a proposed vision for the future and recommending legislative and 
administrative reforms needed to ensure the vitality of postal services for the American people, 
adds greatly to this important conversation. 

In particular, I would like to recognize the efforts of the Treasury Department for its role in 
Implementing the President’s mandate. In addition. Commission Co-Chairs James Johnson and 
Harry Pearce - and all of the Commissioners - are to be commended for their focus and 
dedication to this task. They understood the need to define a new business model to protect the 
ability of the government to provide this vital service without undue expense to taxpayers or to 
postal ratepayers. Most importantly, they understood the need to act before there is a crisis that 
imposes hardship on the public. 

Last month, the President urged Congress to enact postal reform legislation based on the five key 
principles contained In the Commission's final report. 

The President’s first principle Is that a new legislative charter should Implement best practices. It 
should ensure that the Postal Service’s governing body is equipped to meet the responsibilities 
and objectives of an enterprise of Its size and scope. 

In this area, the Commission recommends significant changes to our governing board. The nine 
Governors of the Postal Service are today appointed by the President with the advice and 
consent of the Senate. The law requires fiiat no more fiian five may belong to the same political 
party. This has allowed the Postal Service to enjoy bipartisan oversight for the last three 
decades. 
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We are concerned that the Commission’s proposed new Board of Directors could change this. 

The President would appoint three Board members. TTiey, in turn, would select the first eight 
independent Board members, with the concumence of ttie Secretary of the Treasury. After that, 
independent members would be selected by the Board as a whole, with the concurrence of the 
Secretary of the Treasury. 

There would be no limits on the political affiliation of Board members, and only the President or 
the Secretary of the Treasury could remove friem. This could result in a highly-partisan Board. 
Moreover, the Senate’s current statutory role of “advice and consent” in connection with Board 
appointees would be eliminated. 

I ask that you keep these points in mind as you proceed with your consideration of this issue. 

The Commission’s report also recognized tfiat the Postal Service should take advantage of 
corporate best practices that are necessary for long-term success in serving the nation. 

In this regard, we have established and will continue the pursuit of strategic partnerships with the 
private sector where they help us enhance efficiency, reduce costs or improve service. Areas 
under review include mail transportation, retail operations, delivery service, and many other 
activities that support our core business. 

We will continue to work with the mailing industry to encourage and support the expansion of 
worksharing where it makes sense. This provides mailers with strong financial benefits 
encouraging the use of mail and contributes to more efficient operations for the Postal Service. 

We will continue more innovative approaches to how we buy products and services. Our 
transition to master buying agreements in key areas has saved $200 million in fiscal year 2003 
alone. We will pursue every opportunity to benefit by similar agreements in as wide a range of 
buying activities as possible. While we face statutory limitations on some of our buying activities, 
we will also revise our purchasing regulations, within the scope of existing legislation, to reflect 
corporate best practices that can improve our operating and administrative practices and ensure 
that we receive maximum value with every purchase. 

The second guiding principle identified by the President Is transparency. This would ensure that 
important factual information is made available to the public in a timely manner. 

While the President’s Commission noted that, in many respects, our reporting often exceeds what 
is required of Federal agencies, the Commission recommends that our reporting match the level 
of disclosure offered by our corporate peers. As you have heard from Chairman Fineman. the 
Postal Service is making significant progress in enhancing Its financial reporting in a number of 
key areas. These include annual and quarterly financial reports and enhanced disclosure and 
reporting of significant events. Management will continue to follow the guidance of the Postal 
Service governors in this important area. 

The third principle of reform identified by the President is flexibility. This would ensure that the 
Postal Service’s governing body and management have the authority to reduce costs, set rates, 
and adjust key aspects of its business in order to meet its obligations to customers in a dynamic 
marketplace. 

In short, management needs the flexibility to manage. From my standpoint, ! consider this the 
litmus test for postal legislative reform. 
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We agree with the Commission that the Postal Service must have the flexibility to alter its retail 
and processing networks to meet changing customer needs, provide increased access and 
achieve greater operational efficiency. Yet the Commission's proposed Postal Network 
Optimization Commission could take away ttie Postal Service’s existing authority to better 
Integrate and align its network. 

Clearly, the expertise gained from day-to-day operation of the Postal Service’s network should 
play a substantive role in any decisions to change that network, Including any decisions to 
consolidate or close processing facilities. Despite the rationale for its establishment, we believe 
that any proposed network optimization process will lead to office-by-office or faciiity-by-facility 
decisions, and, therefore, are more local than national decisions. 

The Commission’s recommendations on rate setting would remove the determination of how 
much money is needed to run the nation’s postal system from the operators - those with the day- 
to-day responsibility of running the postal system - and transfer it to the proposed Postal 
Regulatory Board. This would occur through the new rate-setting mechanisms recommended by 
the Commission. At the very least, those provisions should recognize that the Postal Service Is a 
labor-intensive industry which operates as part of our economy’s service sector. 

We agree that there should be separate processes for pricing non-competitive and competitive 
products and services. However, we believe that more work needs to be done to ensure that the 
definitions of non-competitive and competitive products carefully reflect marketplace reality. 

Another of the President’s reform principles is a self-supporting Postal Service. This is intended 
to ensure Wiat a Postal Service operating with greater flexibility is financially self-sufficient, 
covering all of its obligations. 

Over the last few years, we have seen a growing consensus, within the mailing community and 
through previous postal legislative reform efforts, for a pricing structure that will increase rate 
predictability for customers and provide management with additional flexibility to respond to 
market needs, while covering its costs. Certainly, the establishment of a new rates process that 
provides management with greater flexibility will come with increased regulation to assure that 
there are no abuses of monopoly pricing. Price caps are under consideration as a tool to protect 
customers. They must also protect the Postal Service. 

A properly constructed price-cap proposal can contribute to accomplishing these goals. But we 
caution that such a cap must be carefully constructed so that it succeeds in driving maximum 
operational efficiency, but does not undermine the legitimate financial needs of the organization 
and the level of service provided. 

To be effective, a price cap must rely on projections. In a stable market, such projections may be 
reasonably accurate. In today's dynamic communications and delivery environment, it could be 
difficult - if not Impossible -■ to accurately forecast cost and revenue trends for the extended 
period that would be covered by a price cap. Without some level of surety behind the projections, 
actual market conditions could quickly render a price cap ineffective. 

As an example, let us examine some relatively recent mail volume assumptions. At the beginning 
of fiscal year 2001 , the Postal Service published its Five-Year Strategic Plan for fiscal years 2001 
through 2005. Management projections contained in the Plan built upon work undertaken in 
conjunction with government and private-sector experts. That Plan recognized the potential for 
diversion of some mail volume to electronic communications over time. 

Based on historical trends, the Plan projected total mall volume of 230 billion pieces for fiscal year 
2004. Even with the Plan’s “rapid diversion" scenario, we projected that mail volume would be 
213 billion pieces in 2004. 
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Today, using a likely “baseline” scenario that assumes a delayed economic recovery and current 
rates of electronic diversion, our 2004 projection calls for 204.3 billion pieces of mail. A 
“pessimistic" forecast, based on a longer-term ea>nomic slump and an increased rate of 
diversion, projects mail volume of only 202 billion pieces in 2004. 

We acknowledge, of course, the unanticipated consequences of the terrorist attacks of 2001 and 
their magnifying effects on an already cool economy. However, the outlook for mail volume and 
revenue growth for the next five years is less promising than the period covered by the previous 
Strategic Plan. Major mail categories have experienced the greatest volume declines since the 
Great Depression, and are expected to be weak into the future. While it is still not clear how 
much of the volume loss is due to the current business cycle and how much is due to more 
lasting factors of technological change and competition, there is ample evidence that both forces 
are at work. 

In short, a price-cap regime could bring some level of relief to a rate-setting process that severely 
limits our ability to respond to real-time mar1<et dynamics. At the same time, we strongly believe 
that marketplace uncertainties mandate that a price cap be just one element of comprehensive 
reform legislation that provides the Postal Service with flexibility in other critical areas that could 
offset a the limitations of a price-cap rendered less effective by unanticipated circumstances. 

As an organization, we have reduced debt by more than one third. We are close to achieving our 
“break-even” mandate, eliminating the negative equity that has accumulated over the last three 
decades. We have become more productive and efficient than ever. We cannot risk these very 
real financial accomplishments, and their benefits to all mail users, by relying only on a limited 
reform strategy of price caps. 

Success in the area of self financing would also involve our ability to retain earnings. We agree 
with the Commission that the Postal Service should have the opportunity to retain earnings - as 
requested in our Transformation Plan. This would provide a revenue stream that could finance 
capital expenditures and “smooth out" business cycle impacts on overall financial performance. 
Yet there must be safeguards so that severely limiting price caps do not serve as an artificial 
barrier to achieving retained earnings, and that retained earnings are sufficient to achieve their 
purpose. 

Financial self sufficiency may also require additional flexibility in product and service offerings. 

We agree with the Commission, generally, in its description of the Postal Service’s core mission: 
offering products and services directly related to the delivery of letters, newspapers, magazines, 
advertising mail and parcels. But we do have concerns about the Commission’s recommendation 
that the Postal Service be limited by statute to only those activities. We are facing an uncertain 
future. The Commission’s own projections call for a mail volume decline of five percent by 2017, 
and, for that same year, a Postal Service deficit of $8.5 billion. We strongly believe that it is 
necessary for the Postal Service to maintain the flexibility to pursue appropriate revenue streams 
to protect our ability to provide universal service. Our intention is that any such activity would be 
in areas related to our core business. 

The President's five principles for reform also include accountability. There can be no objection 
to providing that a Postal Service operating with greater flexibility has appropriate independent 
oversight to protect consumer welfare and universal mail service. 

The Commission proposes that this oversight be largely provided by a new Postal Regulatory 
Board, with discretionary policy authority in a wide range of areas, to replace the current Postal 
Rate Commission, which has a more limited mandate. 
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We understand the rationale for the discretion the President’s Commission has defined for the 
Postal Regulatory Board. Yet regulators are normally required to operate within limits and 
guidelines. Regulated private companies and ttieir shareholders have legal protections against 
arbitrary action by the regulator that the Postal Service would not have under a Postal Regulatory 
Board model. 

For instance, a Postal Regulatory Board, as envisioned by the Commission, can revisit the vital 
national issues of the postal monopoly and universal service. From the perspective of the Postal 
Service, these are clearly issues of broad public policy. They are not regulatory issues. Without 
defined limits or guidelines, the regulates could conceivably limit the monopoly in such a way as 
to jeopardize universal service or even redefine the scope of the nation's malt service itself. 

We agree with the Commission that the letter and mailbox monopolies are essential to support a 
universal service mandate. Yet the Commission would give a Postal Regulatory Board the 
authority to examine and modify these monopolies from time to time. We believe any 
modification must be in the public interest, must not undermine the Postal Service’s ability to 
maintain universal service, and must protect the security and privacy of what is placed in the 
mailbox. 

At the least, in the area of accountability, there should be standards drawing a clear line between 
what is appropriately a managerial function within the oversight of the Governors or Directors, 
what is a regulatory function committed to the regulator, and what is a public policy function 
reserved to the nation’s lawmakers. 

But accountability must be more than a function of external oversight. It must be a part of every 
activity within our organization, as well. And we are working to expand accountability throughout 
the Postal Service. Our new pay-for-performance system moves us further in this direction, 
directly linking compensation for management employees to their achievement of specific 
business goals. Individual performance indicators are aligned with customer service, revenue 
generation, cost management and enhancement of a performance-based culture. 

To the President’s list of five guiding principles for reform, 1 would add a sixth: a commitment to 
the collective-bargaining process. The Postal Service has been, and continues to be, a strong 
supporter of collective bargaining. Long-term financial and operational success, under any 
model, will require its continuation. This process of give and take assures that the interests of our 
employees - and the unions that represent them - are considered within the larger picture of the 
Postal Service’s financial situation and the needs of our customers. 

We agree with the Commission that the Postal Service, its employees and the unions that 
represent them would benefit by a more efficient collective-bargaining process. We also agree 
that addition of a mandatory mediation step - If negotiations have not resulted in a new 
agreement - could help forge a final resolution or limit the issues that must be addressed if 
interest arbitration becomes necessary. 

As I mentioned, we have been very successful in cutting costs over the last four years. However, 
in some areas, structural issues - particularly as they reflect employee benefits - prevent similar 
success. 

For example, in 2003 alone, benefit costs, including retirement contributions, health benefits, 
retiree health benefits and workers' compensation represented more than $1 3 billion - some 20 
percent of our operating expenses. These costs continue to increase year to year at rates 
beyond normal inflation. While the Postal Service does negotiate the employer share of health 
benefit premium payments with its unions, the actual premium costs and the benefits offered by 
the plan are established by the Office of Personnel Management. Similarly, the workers’ 
compensation program available to our employees was established by statute and is 
administered by OPM. 
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Workers’ compensation represents a sizeable portion of our compensation and benefit costs. In 
fiscal year 2003, $1 .5 billion in workers’ compensation costs accounted for 2.9 percent of our total 
$50.5 billion in compensation and benefit costs. At the end of 2003, total liability for future 
workers’ compensation costs was $7.1 billion. In addition to the $1 .5 billion expense in 2003, an 
additional $704 million was paid in compensation and benefit costs for employees with work- 
related injuries in either limited duty or rehabilitation positions. And, despite growth in workers’ 
compensation costs, our on-the-job illness and injury rates have been declining. 

These amounts do not include the liability for Post Office Department compensation claims 
incurred before postal reorganization. Under the Postal Reorganization Act of 1971 . the U.S. 
Government remained responsible for paym^t of all Post Office Department workers’ 
compensation claims incurred before July 1 , 1971 . However, under the Balanced Budget Act of 
1997, the remaining liability for these claim costs, estimated at $258 million, was recorded as an 
expense by the Postal Service. The liability for these Post Office Department claims at the end of 
fiscal year 2003 was $122 million. 

The magnitude of workers’ compensation costs has been a concern since the early days of postal 
reorganization. Although these costs were moderate in the years immediately following 
reorganization, they grew significantly with the 1 974 amendments to the Federal Employees 
Compensation Act. Among other changes, these amendments eliminated the reduction in the 
level of workers’ compensation benefits at age 70 and changed the three-day waiting period 
before benefits could be paid. The waiting period was moved from three-days after the date of 
injury to three days after the end of the 45-day period of continuation of pay received from the 
Postal Service by an injured employee. 

Employees who receive benefits through the Office of Workers' Compensation Programs receive 
either two-thirds or three-quarters of their basic salary, based on their dependent status. These 
payments are nontaxable. In many cases, these compensation payments can be as much as 25 
percent more than what the employee would receive in comparable retirement payments through 
the Office of Personnel Management. 

Comparing two individuals, each at age 55 with 30 years of service at the end of 1993, and each 
at level 5, one of the most common pay grades, we find a disturbing disparity. One selects 
optional retirement from the active workforce and the other continues to receive workers’ 
compensation benefits. Over a ten-year period, the individual who chose not to retire, but to 
continue receiving workers’ compensation benefits, receives $95,000 more than the employee 
who chose to retire. And, for the individual receiving workers’ compensation benefits, an annuity 
based on a higher earnings history results in a higher survivor annuity. This disparity in payment 
actually serves as a disincentive to retire, driving up workers compensation costs for the Postal 
Service. 

A recent audit by the Postal Service’s Office of Inspector Genera! found that more than 2,000 
Postal Service employees age 65 or older are on OWCP’s periodic rolls; of that number, 382 are 
89 or older. More than 3,000 of our employees have been on the periodic rolls for at least 20 
years; 81 of these employees for at least 40 years. 

While the Postal Reorganization Act of 1970 requires the Postal Service to bargain with its 
unions, workers’ compensation was specifically excluded. 

The President’s Commission recommends that collective-bargaining include the ability of the 
parties to negotiate for benefits as well as wages. We agree with this position and emphasize 
that it is not our intention to reduce the benefits already enjoyed by current and retired Postal 
Service employees. Benefit negotiations would affect only eligible employees entering the Postal 
Service following the conclusion of negotiations. 
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We disagree with the Commission in its recommendation that the proposed Postal Regulatory 
Board determine the range within which wages would be negotiated. Such authority could 
impede the ability of the parties to successfully negotiate agreements and should not be within 
the role of the regulator. 

Since the advent of collective bargaining in the Postal Service in 1 971 , there have been voices 
from ail sides on whether postal wages were or were not comparable with private-sector wages, 
as required by current law. The Commission has taken the position that the proposed Postal 
Regulatory Board should make a “comparability' determination that would presumably end that 
argument. We believe this is unwarranted. Comprehensive reform legislation that would allow 
the parties to negotiate wages, hours, conditions of employment, and all benefits would make the 
perceived need for such a determination unnecessary. The Postal Service and its unions must 
be permitted to engage In direct negotiations which balance the needs of ail parties without 
imposing the results of any specific comparability determination. 

Speaking to you today, I am reminded of the efforts in the late 1 960s to define a new and better 
mode! for the postal system in the United States. At a hearing not unlike this one, one of my 
predecessors. Postmaster General Larry O’Brien was asked by Representative Tom Steed. 
Chairman of the House Appropriations Subcommittee: 

General, would this be a fair summary; that at tfie present time, as manager of 
the Post Office Department, you have no control over your work load, you have 
no control over the rates of revenue that you are able to bring in, you have no 
control over the pay rates of the employees that you employ, you have very little 
control over the conditions of the service of these employees, you have virtually 
no control, by the nature of it, of the physical facilities that you are forced to use, 
and you have only a limited control at best over the transportation facilities that 
you are compelled to use . . . This is a staggering amount of “no control" in terms 
of the duties you have to perform. 

Postmaster General O’Brien agreed. 

And. in reviewing the details of some of the Commission's recommendations, particularly those 
related to the Postal Regulatory Board, I feel somewhat like Larry O’Brien did. In return for some 
basic elements of rate-setting flexibility, the Postal Service is asked to cede a staggering amount 
of control In areas that - for both government and the private sector - are traditionally at the core 
of the decisions and responsibilities of management. 

The mail is today - and will remain for many years to come - a critical element of our nation's 
infrastructure. We believe there is a proper balance between increased flexibility for the Postal 
Service and an effective level of independent oversight. In achieving that balance, we have the 
opportunity to create a legacy of customer-responsive service that serves everyone in our nation 
equally - and equally well. 

I am encouraged by the interest of this Panel in holding a series of hearings to review the issue of 
legislative modernization within the perspective of the recommendations of both the President’s 
Commission and the President’s principles of refonn. Through its actions of the past year, the 
administration has added a new voice to the important conversation about the future of America’s 
mail system. It is not a conversation that can be limited to the Postal Service and its industry 
partners, it is a conversation that will result in broad public policy decisions that will affect every 
family, every business and every community in the nation. For that reason, the decisions that 
are made must be in the public Interest and they must reflect the will of both the Congress and 
the Administration. 
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Earlier in my testimony. I mentioned the effect of CMl Service Retirement System reform 
legislation on the Postal Service's finances. While ttiis law has provided benefits to the Postal 
Service and those it serves, it has also resulted In a number of challenges. 

First, the legislation shifted the responsibility of ftjnding CSRS retirement benefits earned by 
postal employees while they served in the military from the Treasury to the Postal Service. This 
transferred an obligation of more than $27 billion from taxpayers to postal ratepayers. Of this 
amount, $17 billion represents retroactive payments of funds (including imputed retroactive 
interest) already provided to annuitants by the Treasury between 1971 and 2002. in most cases, 
these costs continue to be paid through general appropriations. The Postal Service does not 
receive genera! appropriations; our operations are funded by the revenue generated by the sale 
of postal products and services. These military retirement costs have no connection to the 
operation of the Postal Service or to the services rendered to our customers now and In the 
future. In fact, more than 90 percent of that financial obligation is the result of military service 
performed before the Postal Service was created. It indudes service in World War 11, Korea and 
Vietnam. 

The President’s Commission recommends that military service costs not be borne by the Postal 
Service. We agree with the Commission on this issue, as we indicated in the report which we 
provided in compliance with your requirement in the refoim legislation. While, in their recent 
review of this issue, the General Accounting Office and the Office of Personnel Management 
suggest that it might be reasonable to argue that the Postal Service should be responsible for 
these costs, because it hires an employee knowing of past military service, we disagree with their 
reasoning and position as being counter to public law and policy, since military service has no 
direct bearing on postal operations and all taxpayers benefit from military service. 

The CSRS payment reform legislation also asked the Postal Service for its proposals regarding 
the use of the “savings” resulting from the act, beginning in 2006. Those “savings” would be 
placed in an escrow account pending Congressional authorization about how they would be used. 

I would like to take a moment to explain these "savings.” They represent the difference between 
the Postal Service’s new CSRS payment schedule and the old. They represent an adjustment of 
payments, costs we will not have to pay in the Mure. But simply because we will not be liable for 
these costs in the future, does not mean that there will be a reserve of actual cash waiting to be 
diverted to other purposes. Rather than building cash, the “savings" are used to fund normal 
inflationary cost increases such as Cost-of-Living Allowances and general pay adjustments 
required by collective bargaining agreements, increased health care benefit expenses for 
employees and annuitants, and growth in non-personnel expenses for fuel, utilities and materials. 

For the period from 2003 through 2005, there are actual funds available - savings - to use for 
other purposes. This is because the postage rates now in effect were computed based on our 
former, higher CSRS payment schedule. A percentage of the price of every postage stamp has 
been earmarked for those payments. And, as the law requires, today’s savings are contributing 
to debt reduction, both last year and this year, and to hold postage rates steady through 2005. 

But by 2006, inflationary cost increases will have whittled away the financial benefit of lower 
CSRS payments. Even without the escrow requirement, we expect that we will have to raise 
rates in 2006. With the escrow requirement, postage rates will have to rise even more than is 
necessary to reflect inflation - some have suggested that the increase would be in the double 
digits. This is because the new rates would have to generate the revenue to cover what is being 
called the “savings,” the difference between the old and new CSRS funding schedule. 
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With a continuing, future, escrow-funding requirement, we would have to continually and 
frequently increase rates simply to fund the escrow account. As I mentioned, this “hands-off 
fund could be spent by the Postal Service only with Congressional authorization. Thus, without 
further legislation, the benefits enjoyed by evay mall user in the nation - business, nonprofit and 
consumer ~ would evaporate as early as 2006 through the higher rates required to fund the 
escrow account. This would put postal customers bac:k where they started before the legislation 
was enacted - reinstating the very over-ftjnding tfie legislation was designed to correct. 

We propose that the escrow account be eliminated. We have also offered two alternative 
proposals. 

First, if the $27 billion CSRS military funding requirement is transferred back to the Treasury, the 
Postal Service would have fully funded and, in fact, over-funded its CSRS payment obligation by 
$10 billion. We would then be in a financial position to pre-fund retiree health benefit obligations 
on a current basis for all employees and retirees. TTiis Is our preferred alternative. 

Our second proposal is based on the CSRS military funding requirement remaining an obligation 
of the Postal Service. If that is the case, the Postal Service proposes that the savings from the 
account be used to begin pre-funding post-retirement health benefit costs for newly hired Postal 
Service employees. 

We are pleased that the Genera! Accounting Office found that both of our proposals were 
consistent with the CSRS funding reform law. 

The Postal Service’s preferred proposal responds to the Sense of Congress regarding the 
appropriate use of “savings" under the Act and re-directs nearly ail Postal Service over funding of 
CSRS to pre-fund retiree health benefits. As disclosed in our 2003 Annual Report, we estimate 
the value of this long-term obligation as being between $47 and $57 billion as of the end of FY 
2003. Under this preferred proposal, we estimate that In 2006 alone, at the inception of the 
proposed plan, we would contribute $5.0 billion to the Postal Service retiree health benefit fund. 
This amount is $1 .2 billion greater than the CSRS and retiree health benefit funding we would 
provide under current laws. I should point out that the USPS is the only federal agency that pays 
directly for retiree health benefit costs, 

This preferred proposal uses Postal Service funds for recognized Postal Service obligations, the 
legitimate business purpose for which these funds were collected from postal ratepayers over the 
last 32 years. In pre-funding retiree health benefits as we propose, the Postal Service will reduce 
the pressure on rates, lessen the burden on future postal ratepayers, and help strengthen the 
long-term promise of providing universal mail service to the American public. 

In connection with the escrow provision, and at the request of Special Panel Chairman McHugh, 
Committee Chairman Davis and Committee members Henry Waxman and Danny Davis, we wiii 
be providing additional information about how our Five-Year Capital Plan ties both to our 
Strategic Plan and Transformation Plan. Through our Five Year Strategic Plan - which fully 
complies with the Government Performance and Results Act - and our recent Transformation 
Plan Progress Report, we have reported to Congress on our plans and the state of our progress. 

We believe, however, that using the escrow requirement as an additional oversight mechanism 
simply is not necessary and, fijrther, will force the Postal Service to raise rates to generate 
billions of dollars in revenues over which we can exercise little control. We believe that our 
preferred proposal, under which military pension costs are the responsibility of the Department of 
the Treasury, and the Postal Service prefunds retiree health benefits, is in the best interests of 
the American taxpayers as wel! as ail postal stakeholders. As the GAO has recognized, this 
proposal achieves a fair balance between current and Mure ratepayers while allowing the Postal 
Service to prefund a greater portion of its long-term obligations. 
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At this point, ! should mention that, as provided for in ttie Pension Reform Act, the Postal Service 
has filed an appeal with the Board of Actuaries of the CSRS pertaining to the methodology 0PM 
used in determining Postal Service CSRS obligations. The allocation method proposed by 0PM 
burdens the Postal Service with an inequitable allocation of CSRS costs. We proposed an 
alternative method that we regard as more equitebie and consistent with allocation methodologies 
previously used by OPM. 

Accordingly, we have asked the Board of Actuaries to reconsider, review and make adjustment to 
the methodology and determinations made by OPM in this matter. With the refinement we have 
proposed, the Postal Service could immediately fund its full current obligation for retiree health 
benefits and pre fund remaining retiree health care costs on a current basis as recommended by 
the GAO. 

Mr. Chairman, I have been asked for my vision of the Postal Service. We need a Postal Service 
that has the incentives necessary to improve service and productivity. We need a Postal Service 
that is given the flexibility to reduce costs. We need a Postal Service that has the ability to 
implement rates that are responsive to the market and that will mitigate large rate increases that 
have become counterproductive. 

We need a Postal Service that has the ability to work with and treat customers as individuals with 
individual needs. We need a Postal Service where our products, services and systems are 
available to those we serve where they are located, not just where there are Post Offices. Finally 
- and importantly - we need to retain a motivated and informed workforce to provide universal 
service to every home and business in the nation. 

I look forward to working with this Panel and others In Congress to identify the business model 
that will enable the Postal Service to serve everyone in America, today and far into the future. 

I pledge to provide the cooperation, the resources and the support that will enable us to do that. 
We cannot afford to do otherwise. 

Thank you. I will be happy to answer any questions you may have. 

# # # # 
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Mr. McHugh. And I certainly want to associate myself with the 
words of the chairman of the Postal Board of Governors with re- 
spect to the great work you have done, Jack. We appreciate that 
effort and look forward to our continuing partnership in that re- 
gard. 

I would note we were just notified that sometime, 3:15, 3:30, we 
are going to have votes. I would therefore suggest, and that is all 
we can do in this great democracy, suggest our last two witnesses 
do the best they can, and I would like to at least get through the 
oral presentations prior to the vote. I think that would facilitate all 
of our schedules. So to the extent that is possible, we appreciate 
your cooperation. 

With that, Mr. George Omas, whom I said is no stranger to this 
Hill, and certainly spent long and very dedicated service in the 
Post Office Civil Service Committee in his previous life, and now 
serves, of course, as chairman of the Postal Rate Commission. 
George, welcome. We look forward to your comments. 

STATEMENT OF GEORGE A. OMAS, CHAIRMAN, U.S. POSTAL 
RATE COMMISSION 

Mr. Omas. Thank you, Mr. Chairman. 

Mr. Chairman, members of the committee, thank you for inviting 
me to present testimony to the Special Panel on Postal Reform and 
Oversight of the Committee of Government Reform. I am pleased 
to have the opportunity to discuss the need and prospects for com- 
prehensive postal reform, focusing on the five principles recently 
suggested as guides by the administration. 

Starting with your efforts almost 8 years ago, Mr. Chairman, 
there has been a gradual awakening to the necessity and potential 
benefits of modernizing the Postal Service. The administration 
should be commended for bringing this issue of postal reform to the 
forefront of public debate by establishing a blue ribbon commission 
to review the problems and then releasing its five principles for 
postal reform. We at the Postal Rate Commission agree that mod- 
ernization is essential, that legislation is necessary to accomplish 
it, and that these five principles provide a sound foundation for 
going forward. 

The administration calls for the Postal Service to implement cor- 
porate best practices to meet its responsibilities and objectives. The 
President’s Commission suggested that the Postal Service’s Board 
of Directors and senior management need greater flexibility to 
manage without some limitations imposed by current statutory con- 
straints. To counterbalance greater management independence, the 
Commission also recommended that a postal regulatory board be 
vested with broad authority to set the public policy parameters 
within which the Postal Service is allowed to operate. I support, as 
does the Commission, enhancing both Postal Service flexibility and 
accountability. This balanced approach is directly in line with the 
principles proposed by the administration. 

One area where additional flexibility is possible is rate-setting. 
The new ratemaking system envisioned by the President’s Commis- 
sion has several potential virtues, including reduction in adminis- 
trative burden and uncertainty about pending rate changes. How- 
ever, it would also limit the opportunity for parties who might be 
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affected by rate changes to participate in the process, and severely 
curtail the amount of time available for evaluating the justification 
for above-inflation rate increases. Congress should carefully con- 
sider the views of mailers and other stakeholders on this issue. 

The President’s Commission recommended a new regime of pub- 
lic accountability by the Postal Service, including the establishment 
of a postal regulatory board vested with substantial expanded au- 
thority. The President’s Commission also recommended that the 
Postal Regulatory Board have authority to hear and resolve a vari- 
ety of complaints, thereby supplying a substantial amount of public 
protection not available under current law. I believe that providing 
regulators with authority to order appropriate remedial action 
when a complaint is found justified should limit the current con- 
cern that the Postal Service is not sufficiently accountable. The 
President’s Commission also recommended that the new regulator 
be assigned oversight on the scope of both postal monopoly and its 
universal service obligation. The Commission provides a sound 
public policy rationale for assigning these functions, but criteria for 
defining the appropriate scope of Postal Service operations should 
be clarified. The PRC suggests that any legislation implementing 
postal reform should explicitly direct the regulatory body to con- 
sider preserving an adequate level of universal service as the prin- 
cipal criterion when reviewing the scope of the postal monopoly. 

Last, Mr. Chairman, I cannot overemphasize the importance of 
ensuring that the reformed Postal Service become financially trans- 
parent, as the President’s Commission recommended. In the Postal 
Rate Commission’s view, establishing a financially transparent 
Postal Service is essential to assuring that it will function as a suc- 
cessful, performance-driven public service in the future. Further- 
more, financial transparency — in the form of immediately acces- 
sible basic data about Postal Service finances and operation — will 
be an indispensable tool for implementing effective regulatory over- 
sight of a transformed Postal Service. 

Mr. Chairman, I believe we all recognize that fostering a finan- 
cially self-sufficient Postal Service that will be able to cover all of 
its anticipated financial obligations is the primary challenge of 
postal reform. However, in moving to improve the Postal Service’s 
“bottom line,” care should be taken to assure the preservation of 
the Postal Service’s honored tradition of binding the Nation to- 
gether by making affordable services readily available to all. Amer- 
icans trust their Postal Service to meet their needs regardless of 
geographic location or economic circumstances. This trust has been 
earned through decades of dedicated service and it must not be 
squandered. 

Mr. Chairman, thank you for the opportunity to present my 
views, and I look forward to working with you and the committee. 
And should any of you need anything from the Rate Commission, 
we would be most happy to oblige. 

Mr. McHugh. Thank you very much. Chairman Omas. 

[The prepared statement of Mr. Omas follows:] 
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TESTIMONY OF GEORGE A. OMAS 
CHAIRMAN, POSTAL RATE COMMISSION 
BEFORE THE SPECIAL PANEL ON POSTAL REFORM 
OF THE COMMITTEE ON GOVERNMENT REFORM 

January 28, 2004 

Mr. Chairman, members of the Committee, thank you for providing me the 
opportunity to present testimony to the Committee on Government Reform’s 
Special Panel on Postal Reform and Oversight. This hearing is for the purpose of 
discussing the need and prospects for comprehensive postal reform, with a focus 
on the five principles suggested as guides by the Administration. 

The Postal Rate Commission (PRC) commends the Administration for 
bringing the issue of postal reform to the forefront of public debate by releasing its 
five principles for postal reform. We wholeheartedly endorse these principles and 
believe that the entire postal community owes the Administration a debt of 
gratitude for its timely effort. The Administration’s postal reform initiative is a 
direct product of the exemplary work done by the President’s Commission on the 
United States Postal Service (President's Commission) last year. The PRC 
believes that the President's Commission has done an extraordinary job of 
synthesizing a huge amount of information from diverse sources into a cogent and 
persuasive call for reform. 

As I reviewed my materials on recent postal reform efforts, I came to see a 
distinct pattern. Starting with the efforts of Chairman McHugh almost eight years 
ago, there has been a gradual awakening to the potential benefits of modernizing 
the Postal Service. I think it is now evident that such modernization is essential. 
Furthermore, I think there is widespread agreement that legislation is necessary 
to facilitate modernization. 

The Administration has called upon Congress to enact comprehensive 
postal reform legislation to ensure continuity in the effective operation of the 
nation’s universal postal system. It sets forth five policy guidelines for achieving 
that objective, beginning with the Postal Service’s implementation of corporate 
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“best practices” to meet its responsibilities and objectives. I wholeheartedly 
endorse the Administration’s recommendation to introduce "best practices,” but 
will leave it to the Postal Service, the General Accounting Office (GAO) and other 
reviewers to comment on the specifics of that recommendation. 

My testimony will begin by reviewing the report of the President’s 
Commission as it relates to the principles and basic policy choices it 
recommends. Following that, I will address each of the remaining four principles 
espoused by the Administration for guiding postal reform legislation. These are: 

♦ Enhanced Postal Service flexibility, and its responsible exercise; 

♦ Accountability, and the mechanisms for ensuring it; 

♦ Financial self-sufficiency, and guaranteeing fairness to stakeholders; 
and 

♦ Transparency, and its essential importance to effective postal 
reform. 

FACTUAL AND POLICY BASES OF PRESIDENT'S COMMISSION’S 
RECOMMENDATIONS 

In its report, the President’s Commission addresses the subject of 
reconfiguring a national postal system with a decidedly uncertain future. The 
President’s Commission finds that: "Universal postal service remains vital to the 
nation and its economy at the dawn of the 21 century.” Report at vii. Largely on 
this ground, the President’s Commission states its belief that the United States 
Postal Service “should remain an independent entity within the executive branch 
of the Federal government with a unique charter to operate as a self-sustaining 
commercial enterprise.” Id. at ix. At the same time, however, it identifies 
significant challenges to maintaining viable universal service in the future. The 
report states: 

Unfortunately, the institution that delivers it is in significant 
jeopardy. Buffeted by the mounting costs of an inefficient 
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delivery network and the popularity of electronic mail, the 
Postal Service has more than $90 billion in debts and 
unfunded obligations and an unstable financial outlook. 
Absent fundamental reforms, the risk of a significant 
taxpayer bailout or dramatic postage rate increases looms 
large. 


Id. at vii. 

The report identifies and discusses several practical obstacles to the 
continued successful operation of a universal mail service. These include; 

• A long-term decline in the rates of volume growth of First-Class Mail 
and Standard Mail, exacerbated by the threat of diversion to cheaper 
electronic alternatives; 

• Rising operating costs, resulting from an aging infrastructure and large 
employee base; and 

• Accumulated debts and liabilities reaching "destabilizing” levels, which 
may only increase as expenses outpace the growth of operating 
revenues. 

While the report notes that the Postal Service has made substantial progress in 
realizing cost savings through action under its Transformation Plan of April 2002, 
it anticipates that the Service may experience significant — and rapidly ballooning 
—deficits within a few years, even if stamp prices continue to rise with inflation. 

In light of its findings on the current state and future prospects of the Postal 
Service, the President’s Commission concludes that the nation faces a 
fundamental policy choice; to prepare to pay — either through taxation or postal 
rate increases — for increasingly dated and costly mail service, or to “permit an 
ambitious modernization that embraces proven business strategies, private-sector 
partnerships and new technologies to rein in costs aggressively and improve 
service.” Id. at vii. 

The President’s Commission unequivocally recommends the latter course. 
In addition to adopting corporate “best practices," the Commission recommends 
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that the Postal Service introduce transparency to measure and report information 
on its product costs and performance; be afforded enhanced flexibility to reduce 
costs, set rates, and adapt to a dynamic marketplace; be made accountable 
through the exercise of strong independent oversight in order to protect consumer 
welfare and universal mail service; and exercise its newfound flexibility to become 
financially self-sufficient and cover all its obligations. 

The Postal Rate Commission fully supports these recommended initiatives 
for improving the likelihood that the nation will continue to receive superior postal 
service in the coming decades. It also stands ready to fulfill whatever role may be 
found appropriate and necessary for achieving that goal. The remainder of my 
testimony today explores policy and practical considerations likely to arise in the 
process of implementing the recommendations made by the President’s 
Commission. 

ENHANCED POSTAL SERVICE FLEXIBILITY AND ITS RESPONSIBLE 
EXERCISE 

The President’s Commission recommends that the Postal Service's Board 
of Directors and senior management be afforded greater flexibility to manage 
without limitations imposed by statutory constraints. Specifically, it recommends 
that: (1 ) Postal Service management should be given flexibility to implement 
corporate best practices; (2) the Service should be allowed to set rates within 
limits established by a new Postal Regulatory Board (Regulatory Board or PRB); 
(3) the Service should no longer be subject to the $3 billion sub-limits on annual 
borrowing for capital and operating needs; and (4) the Service should be able to 
retain earnings subject to limits established by the PRB. Id., Appendix C, 
Recommendation C-2. To counterbalance more independent management, the 
President’s Commission recommends that a Postal Regulatory Board be vested 
with “broad authority to set the public-policy parameters within which the Postal 
Service is allowed to operate.” The Commission emphasizes that its 
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recommendations are contingent on a strong, independent Regulatory Board with 
a clear mandate to protect the public interest. 

I endorse the balanced approach to enhanced Postal Service flexibility 
recommended by the President’s Commission. However, I believe that it is 
appropriate for Congress to consider how the Service may appropriately exercise 
its newfound flexibility in the future, especially with regard to ratesetting. 

The President’s Commission contemplates that, following a PRC 
proceeding to establish "baseline” rates, the Postal Service would be afforded 
pricing freedom within broad constraints. Rates for non-competitive (monopoly 
and market-dominant) products could be set at whatever level management 
chooses so long as they meet two tests; rates for each product must cover its 
costs, and rates for a product may not increase faster than an inflation-related 
metric established by the regulator. Rates for competitive services would be 
required to recover all their allocable costs to assure that cross-subsidies from 
non-competitive products do not occur. 

While the President’s Commission correctly anticipates that the Postal 
Service is likely to find this new pricing freedom useful, it does not offer specific 
public policy guidance on how its benefits should be distributed among 
ratepayers. Current postal law directs the PRC to consider a variety of pricing 
factors in recommending rate levels — for example, “the educational, scientific, 
and informational value to the recipient of mail matter[.]'’ [39 U.S.C. § 3622(b)(8).] 
If a flexible pricing regime is to be adopted. Congress may wish to consider 
articulating the public policy considerations that are appropriate for guiding the 
Postal Service’s discretionary pricing decisions. 

MECHANISMS OF ACCOUNTABILITY AND PUBLIC RESPONSIVENESS 

The President’s Commission’s report concludes that: “The Postal 
Service’s need for oversight today is as broad as the PRC’s authority is narrow.” 
(Report at 55.) On the basis of this assessment, the Commission recommends 
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that a Postal Regulatory Board be vested with substantially expanded regulatory 
authority. The Regulatory Board’s authority would encompass not only 
ratemaking matters such as appropriate cost allocations, the prevention of cross- 
subsidies, and extraordinary (above inflation) rate increases for non-competitive 
products and services, but also oversight of the appropriate scope of the postal 
monopoly, proposed changes to service standards, and the scope of the universal 
service obligation. The PRB would also be tasked with ensuring the Postal 
Service's financial transparency, the comparability of its employee compensation 
to private sector benchmarks, and the consistency of its level of accumulated 
retained earnings with the public interest. (Report at 56, Exhibit 4-1.) 

The PRC fully agrees with the President’s Commission’s premise in this 
area: that the enhanced level of autonomy it recommends for the Postal Service 
in its future operations should be matched by a correspondingly rigorous degree 
of public policy oversight. Particularly in light of the Postal Service’s retention of 
the letter and mailbox monopolies, strong regulatory oversight is a crucial element 
of comprehensive postal reform. Further, the successful operation of the 
recommended system of regulatory oversight will depend on vesting the regulator 
with sufficient discretion to achieve a balance between potentially competing 
interests and potentially competing objectives. 

A. New System of Rate Regulation 

The President’s Commission recommends that the Regulatory Board, 
among other functions, exercise broad public policy oversight to ensure that 
revenues from non-competitive products are not used to subsidize the provision of 
competitive services. This recommended duty appropriately recognizes the 
importance of preventing such cross-subsidies to both users of monopoly services 
such as First-Class Mail, and to private sector firms that should be protected from 
unfair competition from their government. 

The Regulatory Board would also oversee Postal Service cost recovery, 
ensuring that its costs are appropriately distributed across its competitive and 
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non-competitive products and services. The PRC’s institutional experience 
confirms the importance of this analytical function. Such analysis is necessary for 
verifying that cross-subsidies between services are not occurring. 

The President’s Commission contemplates that the rates for non- 
competitive (monopoly and market-dominant) products also could be set at 
whatever level management chooses so long as they meet two tests: rates for 
each product must cover its costs, and rates for a product may not increase faster 
than an inflation-related metric established by the regulator. The first test exists 
today, and is well understood. The second test is new, and the President’s 
Commission views it as an important incentive to make the Postal Service 
manage itself more efficiently. 

After rates have been established in a baseline case, the President's 
Commission suggests that no major rate litigation would be necessary. It 
proposes that all rate matters before the Postal Regulatory Board be limited to 
written submissions and be conducted in 60 days. The PRB would then direct the 
Postal Service to implement whatever rate changes are found appropriate. 

This system has several potential virtues. It would not be burdensome to 
either mail users or the Postal Service, and would rapidly resolve the potential 
uncertainty of “proposed” rate changes. However, because it would limit the 
opportunities of parties who might be affected by rate changes to participate in the 
process, and also severely curtail the amount of time available for evaluating the 
justifications for change. Congress should hear and carefully consider the views 
of mailers and other stakeholders on this recommended change. 

B. Postal Monopoly and Universal Service 

Another essential responsibility of the Regulatory Board involves the 
recommended oversight of both the scope of the Postal Service's monopoly and 
that of its universal service obligation. The President’s Commission report 
recommends that the PRB’s roles include “defining the scope of the postal 
monopoly, refining the appropriate components of the universal service obligation, 
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and establishing the bright-line boundaries between the postal monopoly and 
competitive markets.” (Report at 62.) The Commission provides sound public 
policy rationales for assigning these functions. (Report at 65.) However, the 
general criteria for defining the appropriate scope of Postal Service operations 
may merit further clarification before legislation is enacted. 

Historically, a premise of postal policy has been that the purpose of the 
monopoly is to assure the preservation of a satisfactory level of universal service. 
The PRC suggests that any legislation implementing postal reform should 
explicitly direct the regulatory body to consider preservation of an adequate level 
of universal service as the principal criterion when reviewing the scope of the 
postal monopoly. 

Under the President’s Commission’s recommendations, the Regulatory 
Board would also exercise two new forms of oversight regarding services the 
Postal Service provides. First, the PRB would monitor the types of products and 
services offered by the Service to ensure it does not exceed its core mission. 
Second, the Regulatory Board would review changes in service standards 
proposed by the Postal Service that might have a substantial negative national 
impact. 

The first function presumes that new legislation will clarify national policy 
on the appropriate areas of Postal Service business. The Postal Service’s 
provision of “non-postal” services, and their relation to the Service’s core postal 
functions, have given rise to vexing policy questions — and several contentious 
PRC proceedings — in recent years. The second function would expand a 
jurisdictional duty currently performed by the PRC, and would affirmatively 
contribute to safeguarding the public interest in preservation of the quality of 
services provided by the Postal Service. 

The President’s Commission further recommends that the Regulatory 
Board exercise public policy oversight over two fundamental features of the 
nation’s postal system: the appropriate scope of the Postal Service’s monopoly. 
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and that of the universal service obligation. Currently, the Postal Service 
exercises broad responsibility for defining the nature of universal service and the 
scope of its monopoly. This recommendation of the President’s Commission 
would transfer this governmental responsibility from the operator of the postal 
system to the regulatory agency that vyould oversee the operator. Transferring 
these functions as recommended by the Commission involves issues of national 
postal policy worthy of congressional consideration. 

C. Expanded Authority to Hear Complaints 

The President’s Commission recommends that the Postal Regulatory 
Board hear and resolve a variety of complaints from the public. The PRB would 
consider complaints that rates are unlavyful either because of alleged cross- 
subsidy, or because rates are inconsistent with applicable ceilings. Additionally, 
the Commission contemplates the Regulatory Board hearing complaints that the 
Postal Service is acting unlawfully, for example by entering a market outside the 
scope of its mission. (Report at 65, 68.) 

The Complaint process envisioned by the President’s Commission supplies 
a substantial amount of public protection not present in the current law. The 
Postal Regulatory Board would be expected to promptly hear, and resolve, 
complaints that the Postal Service was acting contrary to public policy. Providing 
the PRB with authority to order appropriate remedial action when a complaint is 
found justified (Recommendation C-4) should substantially eliminate current 
concerns that the Postal Service is not held accountable for its acts. 

Public protection would be strengthened even more if the complaint 
process suggested in the President’s Commission report were augmented by 
authorizing the Postal Regulatory Board to initiate proceedings whenever it has 
good cause to believe that existing rates are contrary to law. This might occur if 
rates for a product have fallen below properly allocated costs, or if Postal Service 
retained earnings grow to exceed applicable limits. Even with the expedited 
procedures recommended by the President’s Commission, many small and 
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medium sized mailers might not wish to commit resources to pursuing an 
administrative complaint. Mailers' confidence in the fairness of the system will be 
enhanced by the knowledge that an independent agency is authorized to initiate 
proceedings to assure that rates conform to statutory standards. 

The PRC suggests that it would be consistent with the goals of 
accountability and public policy oversight to allow the Regulatory Board to hear 
not only complaints concerning new discounts, but also complaints alleging that 
changes in processing procedures, or other events, have caused existing 
discounts to exceed savings to the Postal Service. Additionally, public confidence 
that rate discounts are fair would be enhanced by making the independent 
regulator, as well as the Postal Service, responsible for ensuring that worksharing 
discounts do not exceed actual savings. This responsibility could be exercised by 
initiating a complaint proceeding to evaluate questionable existing discounts. 

The same considerations are applicable in the area of negotiated service 
agreements (Recommendation P-5). The President's Commission suggests that 
the Postal Regulatory Board should develop general criteria for such agreements 
and conduct after-the-fact reviews if a written complaint is filed. However, public 
confidence in the integrity of the system would be enhanced if the independent 
regulator was responsible for assuring that every negotiated service agreement 
between mailers and the Postal Service is consistent with applicable policies, 
whether or not a private party files a complaint. 


FINANCIAL SELF-SUFFICIENCY AND FAIRNESS TO STAKEHOLDERS 

The President's Commission recommends that the Postal Service, 
reconfigured to operate with enhanced management flexibility, become financially 
self-sufficient and thereby cover all its anticipated obligations. In this respect, the 
Commission recommends retention of a prominent policy feature of the 1970 
Postal Reorganization Act. 
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Recognizing the challenges this goal presents for the future, the 
President’s Commission recommends measures it believes will contribute to 
ensuring future financial self-sufficiency. These include a more flexible pricing 
regime together with various strategies for improving the Postal Service’s “bottom 
line” — optimizing its mail processing and distribution infrastructure, improving its 
management of real estate assets and procurement, partnering with the private 
sector to realize additional operating savings, and developing a workforce 
appropriate to fulfilling its universal service obligation. 

Obviously, Congress must carefully consider and weigh all of these 
recommendations in developing postal reform legislation. In doing so, care 
should be taken to assure the preservation of the Postal Service’s honored 
tradition of binding the nation together by making affordable service readily 
available to all. Americans trust their Postal Service to meet their needs, 
regardless of geographic location or economic circumstances. This trust has 
been earned through decades of dedicated service, and it must not be 
squandered. 

At the same time, deliberations on the various measures recommended by 
the President’s Commission should anticipate and provide for the needs and 
interests of the many stakeholders in the postal system. Public acceptance of 
needed changes is likely to be strongest if all potentially affected interests are 
given a “seat at the table” to express their concerns and participate in fashioning 
an acceptable final product. In addition to considering proposals on their merits, I 
also believe care should be taken to provide against unintended and unforeseen 
adverse consequences of their operation. 

The system of rate regulation recommended by the President’s 
Commission would appear to raise several such concerns. First, because the 
strongest form of rate regulation would apply to non-competitive services 
(including First-Class Mail), there would be a natural incentive to control costs by 
all means available — including measures that might compromise the level of 
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service provided to users. While the President’s Commission recommends that 
the Postal Regulatory Board be assigned jurisdiction over proposed changes in 
service standards that may have a substantial negative national impact, it does 
not explicitly address potential erosion in service levels that might result from 
cost-cutting programs. For this reason, in the PRC's view, the regulator should 
also have authority to ensure that appropriate levels of service are maintained. 

Furthermore, should the Postal Service seek to raise rates for non- 
competitive mail above the applicable inflation-based cap, there may be sound 
policy reasons for allowing captive customers to do more than just submit written 
protests, as proposed. The President’s Commission evidently believes that there 
are so many cost cutting opportunities available to the Postal Service that years 
should pass before rates might have to increase above the rate of inflation. 
However, if this view turns out to be overly optimistic, captive mailers could be 
subject to repeated increases in excess of inflation with no opportunity to explore 
the causes of those increases. 

The President’s Commission seems to believe that as long as rate 
increases are moderate, even captive monopoly mailers have no grounds for 
complaint. When increases exceed the rate of inflation, however, the justification 
for allowing postal management to impose ever-increasing burdens with only 
minimal user participation largely disappears. 

This is not a purely theoretical problem. In a past general rate case (PRC 
Docket No. R94-1 ) the Postal Service proposed a rate increase of 34% for In- 
County publications. These mailers had been in discussions with the Service 
about data discrepancies before that case was filed, but without satisfactory 
resolution. After the Postal Service filed its request, affected mailers intervened 
and directed discovery to the Postal Service that forced it to acknowledge data 
collection errors. The Postal Service eventually altered its proposal and 
requested a rate reduction for this mail — but this change took place more than 
60 days after the initial request was submitted. Thus, mailers may wish to 
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comment on; (1) how much public participation should be permissible when large 
rate increases are involved; and (2) whether a 60-day written-submissions-only 
case will provide meaningful participation. 

GUARANTEEING POSTAL SERVICE TRANSPARENCY 

Lastly, I cannot overemphasize the importance of ensuring that a reformed 
Postal Service become financially transparent, as the President’s Commission 
recommends. In the PRC’s view, establishing a financially transparent Postal 
Service is essential to assuring that it will function as a successful, performance- 
driven public service in the future. 

The President’s Commission report envisions “a healthy and efficient 
Postal Service that consistently operates at a high standard of excellence and 
delivers service quality, productivity and performance on a par with the nation’s 
leading corporations.” (Report at 36.) As the Commission also recognizes, 
assurance of financial transparency provides the essential framework for public 
confidence in the empowered managers and strong Board of Directors charged 
with achieving this vision. This is because timely, detailed and verifiable financial 
data will serve as a principal resource for documenting the Postal Service’s 
business performance. 

Furthermore, financial transparency — in the form of immediately 
accessible basic data about Postal Service finances and operations — will be an 
indispensable tool for implementing effective oversight of a transformed Postal 
Service. 

The President’s Commission recommends strong regulatory oversight 
performed with extreme expedition; in the case of ratemaking for non-competitive 
postal products, it recommends that all final determinations be rendered within 60 
days. The availability of highly detailed, frequently-updated cost and other 
financial data are a practical imperative for conducting meaningful regulatory 
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review of both proposed rate changes and complaints within the recommended 
timeframe. 

The regulator’s ability to perform the functions envisioned by the 
President’s Commission will depend critically on the availability of adequately 
detailed data to enable informed expeditious review. This could encompass both 
information the Postal Service has on hand for its own operational purposes and 
other specialized data necessary for regulatory review. For this reason, it is the 
PRC’s view that the regulator should be vested with authority not only to compel 
the production of information already prepared by the Postal Service (/.e., 
subpoena power), but also to compel the collection and reporting of additional 
data reasonably required to perform its regulatory functions. 

On January 6, 2004 the Chairman of the Postal Service’s Board of 
Governors reported significant progress in ongoing efforts to enhance the Postal 
Service's financial reporting, and announced an intention to voluntarily release 
additional information consistent with applicable Securities and Exchange 
Commission reporting requirements. I commend Chairman Fineman, and the 
Postal Service as an institution, for this initiative, and encourage them to continue 
their efforts to increase the Service’s financial transparency. Further, in 
deliberating on postal reform legislation, I urge Congress to consider adoption of 
provisions that would require the Postal Service to continue to make progress on 
implementing financial and operational transparency. 

Mr. Chairman, thank you for the opportunity to present my views on the 
Administration’s recommendations regarding the principles of postal reform. I 
would be pleased to answer any questions. 
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Mr. McHugh. And I would be remiss if I didn’t know you were 
joined by two of your current colleagues, Tony Hammond and Dana 
Covington, seated behind you, also members of the Rate Commis- 
sion. As you were giving this — and by the way, he did summarize; 
this was a 14-page written statement, I know, I have seen it, and 
I appreciate that. But as you were going through those, I couldn’t 
help but wonder if Ed Gleiman would agree with you, and I am 
watching to see if the former chairman of the PRC nodded or did 
anything. He is stone cold. He gave no indication at all. So I will 
have to talk to him directly about it. But I appreciate your com- 
ments. 

Last, and certainly not least, a gentleman who, as I said, is no 
stranger to this Hill let alone this committee, particularly the 
former subcommittee and now panel, and his organization has been 
absolutely outstanding in providing the Congress with dispassion- 
ate, sometimes very cold and hard facts, but cold and hard facts we 
absolutely need. And our efforts with respect to postal reform 
would have been far less revealing and helpful had it not been for 
the input of his good people and under his leadership. And we are 
looking forward today to the comments and the appearance once 
again of the Comptroller General of the United States, the Honor- 
able David Walker. David, welcome. 

STATEMENT OF DAVID M. WALKER, COMPTROLLER GENERAL 
OF THE UNITED STATES 

Mr. Walker. Thank you, Mr. Chairman and members of the spe- 
cial committee. It is a pleasure to be before you to talk about postal 
reform and transformation. 

GAO believes that comprehensive postal reform is necessary. As 
you know, Mr. Chairman, we put postal transformation on our 
high-risk list in 2001, and the reason we did that was because we 
believed that the current postal business model is not sustainable 
in the 21st century. We were pleased that the President appointed 
a special commission, which we had recommended, and that the 
Commission agreed with our bottom-line conclusion. 

I would also like to note for the record that we believe that much 
progress has been made, and there have been many positive devel- 
opments under Chairman Fineman’s and Postmaster General Pot- 
ter’s leadership during the last 2 years. Those are encouraging de- 
velopments. At the same point in time, many, many challenges re- 
main. And, clearly, one of the things that has to be done is that 
Congress is going to have to help in order to ultimately achieve the 
necessary transformation that is required. 

We agree with the administration’s five key principles and, I 
might add, with the sixth principle that the Postmaster General 
just added here that is outlined in their statement. The Commis- 
sion’s report provided many valuable insights and recommenda- 
tions. We agree with most of them, but not all of them. 

One key challenge for the Congress in developing postal reform 
legislation is to draw clear distinctions among those areas involving 
public policy issues where statutory guidance would be appropriate 
versus those areas that should be the purview of a regulatory body 
and those that should be within the authority of postal manage- 
ment and its governing body. One clear example of this has to do 
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with the public policy issue that Congress needs to address dealing 
with defining the appropriate mission and role for the Postal Serv- 
ice in the 21st century, including how universal, affordable Postal 
Service should be defined given 21st century realities. 

Where the distinction between regulatory, management and the 
Board’s responsibilities should be drawn is a more difficult and 
controversial issue, but a necessary undertaking. Although we have 
not taken a position on the proposed price cap system or any par- 
ticular rate-setting model, I do have some thoughts on one possible 
approach to this if you would like to address it in a Q and A ses- 
sion. 

In the governance area, we share the concerns raised by the 
Postal Service regarding the Presidential Commission’s rec- 
ommendations on the appointment process for Board members. 
Namely, that the proposed process could result in the politicization 
of the Board. 

Transparency is key to ensuring appropriate accountability in 
any area, including the Postal Service. In this regard, the regu- 
latory body can play an important role in ensuring adequate finan- 
cial and performance reporting, cost allocation, and data collection. 
Postal management does need additional flexibility to meet its 
transformation objectives by implementing best practices to achieve 
cost savings and efficiency gains, many examples of which were 
suggested by the Presidential Commission. 

One area where the Service has indicated a need for additional 
flexibility, and we agree, is rationalizing its infrastructure and 
work force. At the same point in time, they have disagreed with the 
idea of creating a special commission, such as a BRAC-type com- 
mission, for rationalizing its infrastructure. That was rec- 
ommended by the President’s Commission as well as by GAO as 
one possible alternative. If the Postal Service wants to do this on 
its own, we believe it is imperative that there be a comprehensive 
and transparent plan for rationalizing the infrastructure and the 
workforce, as well as policies and procedures. While much can be 
done and has been accomplished during the last few years without 
such a comprehensive and transparent plan, we believe the heavy 
lifting will not be able to be done without such a comprehensive or 
transparent plan. 

In the human capital area, we believe that Congress has a rare 
opportunity to address several key issues, including who should 
have the responsibility for military service pension costs, funding 
issues relating to the Service’s pension and retiree health obliga- 
tions, as well as the escrow fund that was established last year as 
part of pension legislation. The Service has made some very good 
points regarding the need to make changes in its workers’ com- 
pensation benefits as well. Another difficult issue that needs to be 
addressed is the issue of pay comparability, where we suggest that 
some additional statutory guidance in this area might be in order. 
Regarding the Service’s retiree health benefits, we are pleased that 
the Service has proposed prefunding some of its retiree health ben- 
efits obligation. In our view, this approach represents a better bal- 
ancing of interests between current and future ratepayers, given 
the demographic profile of the Service. We do have some concerns 
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about how it would be implemented, but conceptually we think it 
has merit. 

Finally, we applaud Chairman Fineman’s emphasis on improved 
financial transparency, but we also agree with the Treasury De- 
partment that serious consideration should be given to the proper 
accounting and reporting of retiree health obligations in the Postal 
Service’s financial statements. In summary, comprehensive pension 
reform is necessary. Such reform should be designed to attain a 
modern, effective, and sustainable business model for the Postal 
Service. It needs to provide reasonable flexibility to management, 
appropriate transparency to the public, and adequate accountabil- 
ity for all parties involved. 

And the last thing, Mr. Chairman, I think it is important to note 
that while nobody likes rate increases, we should not measure suc- 
cess in the Postal Service by how long we are able to delay rate 
increases. Some rate increases are inevitable. In fact, delaying rate 
increases in certain circumstances may be imprudent in light of the 
demographic profile of the Postal Service. If the result of a delay 
is to preposition more significant and dramatic rate increases in 
the future in the face of increasing competition, that is not nec- 
essarily success. And so I think that we have to recognize that 
there is a balancing of interests that has to occur and that ulti- 
mately achieving a universal, affordable Postal Service that is sus- 
tainable is of critical importance. 

Thank you, Mr. Chairman. 

Mr. McHugh. Thank you. General Walker. 

[The prepared statement of Mr. Walker follows:] 
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U.S. POSTAL SERVICE 

Key Elements of Comprehensive Postal 
Reform 


Why GAO Did This Study 

Both the Presidential Commi^ion 
on the U.S. Postal Service and 
GAO’s past work have reported 
that universal postal service is at 
risk zmd that reform is needed to 
minimize the risk of a significant 
taxpayer bailout or dramatic postal 
rate increases. 

GAO has testified that Congress 
should enact comprehensive postal 
reform legislation that would 
clarify the Postal Service’s (the 
Service) mission and role; enhance 
governance, transparency, and 
accountability; improve regulation 
of postal rates and oversight; help 
to ensure the rationalization of the 
Service’s infrastructure and 
workforce: and make needed 
human capital reforms. 

The administration has also 
supported postal reform, outlining 
guiding principles intended to 
ensure that the Service: 
implements best practices with a 
governing body equipped to meet 
its responsibilities; enhances 
transparency of timely and 
accurate data on pos^ costs and 
performance; provides greater 
flexibility for the Service to meet 
its customer obligations; ensures 
accoimtability through appropriate 
independent oversight; and keeps 
the Service financially self- 
suffloient, covering all of its 
obligations. GAO was asked to 
discuss comprehensive postal 
reform in light of these principles. 

This testimony is largely based on 
prior GAO reports and testimonies. 

www.9ao.gov/cgi-bin/getrpl?GAO-04-397T. 

To view the full product, including the scope 

and melhodoiogy, click the link above. 

For more infonnation, contact Mark Goldstein 

at (202) 512-2034 or goldsleinm@gao.gov. 


What GAO Found 

GAO believes that comprehensive postal reform is urgently needed. The Service 
achieved notable succera in fiscal year 2003, but this respite is likely to be short- 
lived. The outlcK}k is for continuing declines in the core business of First-Class 
Mail, while some key costs are rising and productivity gains are likely to slow. 


FIrst-Ciass Volume GrowUi. Fiscal Years 1984 through 2003 


Annual percenisge changa 
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Key poKal reform issues that need to be addressed are: 

The Service’s Mission and Role as a Sclf-Pinancing Federal Entity 
The Service has a broadly defined mission that enables it to engage in 
unprofitable and costly endeavors. In our view, the time has come for Congress 
to clarify the Service’s core mission and ensure continuity across changes in its 
management. Key issues include what should be the scope of the postal 
monopoly, and should the Service retain its regulatory functions. 

Governance, Transparency, and Accountability Mechanisms 
Better governance, transparency, and accountability mechanisms are needed. 
Qualification requirements are too general to ensure that board appointees have 
the experience needed to oversee a large business-like operation. Enhanced 
transparency and accountability mechanisms are also needed for financial and 
performance information, such as reporting requirements. 

Flexibilities and Independent Oversight 

The Service needs additional flexibilities so it can generate needed revenues, 
contain costs, and provide quality service. Msyor changes to the rate-setting 
structure are needed to enhance flexibility, encourage greater cost allocation, 
provide better cost data, and strengthen independent oversight. Also, current 
legal and other constraants serve to limit the Service's ability to rationalize its 
infrastructure and workforce, including closing unnecessary post offices. 

Human Capital Reforms, Including Pension, Benefit, and Escrow Issues 
Outstanding humem capital issues include the Service’s responsibility for 
pension costs related to military service, funding the Service’s significant 
obligations for retiree healfli benefits, and determining what action to take on 
the escrow account established as a result of the enactment of P.L. 10&-i8. Other 
key areas for reform include workers' compensation and pay comparability. 
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Chairman McHugh and Members of the Special Panel: 

I am pleased to be here today to participate in this hearing on postal 
reform. In ray testimony today, I wUl focus on (1) the need for postal 
reform and (2) key areas for comprehensive postal reform. Recently, the 
U.S. Postal Service (the Service) has gained some financial breathing room 
primarily because legislation enacted in April 2003 (P.L. 108-18)* has 
reduced the Service’s payments for its pension obligations. The Service's 
net income in fiscal year 2003 was a record $3.9 billion, of which about $3 
billion was the result of tiiis legislation. In addition, the Service reported 
that it has made notable progress in its cost-cutting efforts. In fiscal year 
2003, the Service downsized its workforce by 27,000 employees, increased 
its productivity for a record fourth consecutive year, and achieved $1.1 
billion in cost reductions. As a result, the Service reduced its debt by $3.8 
billion in fiscal year 2003 to $7.3 billion at the end of the fiscal year. The 
Service also maintained high levels of customer satisfaction and timely 
delivery of collection-box Rrst-Class Mail, setting new records in each of 
these areas. The Service is justifiably proud of these achievemenis. 

However, as the Service has recognized, its respite is likely to be short- 
lived, given increasing competition and the Service’s formidable financial, 
operational, and human capital challenges. As the President’s Commission 
on the United States Postal Service (the presidential commission) noted, 
the nation’s communications, technology, and delivery markets have seen 
vast changes since the Service was created by the Postal Reorganization 
Act of 1970.* New types of electronic communications include the use of e- 
mail, wireless technology, and electronic bill payment services. These 
technological advances appear to have placed Hrst-Class Mail volume in 
the early stages of a long-term decline. In addition, the Service faces 
increased competition from private delivery companies, some of which 
have established national ground delivery systems and a national network 
of retail facilities. In this new environment, unless the Service’s operating 
expenses can be reduced correspondingly, with a rightsizing of both its 
infrastructure and workforce, it is questionable whether affordable 


'The Po^ Civil Service Retirement System Funding Reform Act of 2003, Pub, L. No. 108- 
18, 117Stat624. 

^President’s Commission on the United States Postal Service, Embracing the Future: 
Making the Tough Gtoices to Preserve Universal Mail Service (Washington. D.C.: July 31, 
20^). 
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universal mail service can be sustained over the long term with a self- 
fmancing public institution. 

Recent developments strengthen our view that enactment of postal reform 
legislation is urgently needed so that the Service can achieve a successful 
transformation to modernize itself and continue as a viable provider of 
universal postal service in the 2 1st century. To summarize: 

• Declining mail volume: Total mail volume declined in fiscal year 2003 
for the third year in a row — historical first for the Service, which has 
depended on rising mail volume to help cover rising costs and mitigate 
rate increases. First-Class Mail volume declined by a record 3.2 percent 
in fiscal year 2003 and is projected to decline annually for the 
foreseeable future. This trend is particularly significant because First- 
Class Mail covers more than two-thirds of the Service's institutional 
costs. 

• Changes in the mail mix: The Service's mail mix is changing with 
declining volume for high-margin products, such as First-Class Mail, 
and increasing volume of lower-margin products, such as some types of 
Standard Mail. These changes reduce revenues available (contribution) 
to cover the Service’s institutional costs. 

• Increased competition from private delivery companies: Private 
delivery companies dominate the market for parcels greater than 2 
pounds and appear to be making inroads into the market for small 
parcels. Priority Mai! volume fell 13.9 percent in fiscal year 2003 and 
over the last 3 years has declined nearly 30 percent. Once a highly 
profitable grov^ product for the Service, Priority Mail volume is 
declining as the highly competitive parcel market turns to lower-priced 
ground shipment alternatives. Express Mail volume is declining for the 
same reason. In addition, United Parcel Service (UPS) and FedEx have 
established national networks of retail facilities through UPS’s 
acquisition of MailBoxes Etc., now called UPS Stores, and FedEx’s 
recent acquisition of Wnko’s. 

• Subpar revenue growth: The Service’s revenues are budgeted for zero 
growth in fiscal year 2004, which would be the first year since postal 
reorganization that postal revenues have failed to increase. However, 
as the Service has recognized, even the zero-growth target will be 
challenging. In the absence of revenue growth generated by increasing 
volume, the Service must rely more heavily on rate increases to cover 
rising costs and help finance capital investment needs. 
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• Declining capital investment: The Service's capital cash outlays 
declined from $3.3 billion in fiscal year 2000 to $1.3 billion in fiscal year 
2003, which was the lowest level since fiscal year 1986, and far below 
the level of file late 1990s, when the Service spent more than $3 billion 
annually. Coital cash outlays are budgeted to increase to $2.4 billion in 
fiscal year 2004, but this level may not be sufficient to enable the 
Service to fully fund its capital investment needs. In the longer term, it 
is unclear what the Service's needs will be to maintain and modernize 
its plx^ical infrastructure, as well as how these needs will be fimded. 

• Renewed difficulties in substantially improving postal productivity: 
The Service's productivity increased by 1.8 percent in fiscal year 2003 
but is estimated to increase by only 0.4 percent in fiscal year 2004. In 
the absence of mail volume growth, substantial productivity increases 
will be required to help cover cost increases generated by rising wages 
and benefit costs and to mitigate rate increases. 

• Significant financial liabilities and obligations: Despite the passage 
of legislation that reduced the Service's pension obligations, the 
Service has about $88 billion to $98 billion in liabilities and obligations 
that include $47 billion to $57 billion in unfunded retiree health 
benefits. Under the current pay-as-you go system, the Service may have 
difficulty financing its retiree health benefits obligation in the future if 
mail volume trends continue to impact revenues while costs in this 
area continue to rise. The Service has recently proposed two options to 
Congress so the Service could prefund this obligation to tlte extent that 
it is financially able. 

• Uncertain fundirig for emergency preparedness: The Service 
requested $350 million for emei^ency preparedness for fiscal year 2004, 
which it did not receive, and $779 million for fiscal year 2006. If the 
money is not appropriated, funding for this purpose may have to be 
built into postal rates. 

• Challenges to achieve sufficient cost cutting: The Service achieved 
additional cost cutting to compensate for below-budget revenues in 
fiscal year 2003. Despite this progress, in the longer term it is unclear 
whether continued cost-cutting efforts can offset declines in First-Class 
Mail volume without impacting the quality of service. 

In view of the Service’s continuing financial, operational, and human 
capital challenges, as well as trends that increase the urgency of making 
rapid progress in transforming its organization, we believe that Congress 
should enact comprehensive postal reform legislation that includes the 
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Service’s overall statutoiy framework, resolution of issues regarding the 
Service’s pension and retiree health benefits obligations, and whether 
there is a continued need for an escrow account. We are pleased that the 
administration has engaged with Congress and other stakeholders on 
these important issues, mid ^ee with the administration’s principles for 
postal reform.* We also believe that the findings and recommendations of 
the presidential commission’s report made a valuable contribution to 
assist Congress, the administration, the Service, and other stakeholders in 
considering the actions needed to transform the Service to a more high- 
performing, results-oriented, transparent, and accountable organization. 
My testimony, based on our prior reports and testimonies^ and our 
continuing work in this area,® will address the need for postal reform and 
the key areas for comprehensive postal reform, including 

« clarifying the Service’s mission and role by defining the scope of 

universal service and the postal monopoly and clarifying the role of the 
Service in regard to competition; 

• enhancing governance, transparency, and accountability by delineating 
public policy, operational, and regulatory responsibilities, as well as 
defining appropriate transparency and accountabili^ mechanisms; 

• improving flexibilities and oversight by balancing increased postal 
flexibility with an appropriate level of independent oversight and 
addressing selected legal and other constraints that limit the Service’s 


^http://www.treas-gov/press/releases/3sl044.htm. 

‘U.S. General Accounting Office, U.S. Postal Service: Bold Action Needed to Continue 
Progress on Postal TVan^ormation, GAO-IM-IOST {Washington, D.C,; Nov, 6, 2003); U.S. 
Postal Service: Key Postal Transformation Issues, GAO-03-812'r (Washington, D.C.i May 
29, 2003); Major Management Challenges and Program Risks: U.S. Postal Service, 
GAO-03-1 IS (Washington. D.C.; January 2003); U.S. Postal Service: Moving Forward on 
Financial and Transformation ChaMenges, GAO-02-€94’r (Washington, D.C.: May 13, 
2Q&2.y, US. Postal Service: Deteriorating Financial Outlook- Increases Need for 
Transformation, GAO-02-3ij5 (Washington, D.C.: Feb. 28, 2002); U.S. Postal Service: 
Financial Outlook and Transfonnation QuiUenge; GAO-Ol-?33T (Washington, D.C.: May 
15, 2001); and U.S. Postal Service: Tran^ormation Challenges Present Significa.nt Risks, 
GAO-01-508T (Washington, D.C.: Apr. 4, 2001). 

‘We did not independently verify any Postal Service data, although data from its financial 
statements were audited by an independent auditor. Some other data, such as data on mail 
volumes and costs, were produced by data systems that have been reviewed by the Postal 
Rate Commission, by stakeholders participating in rate cases, and by the 1099 Data Quality 
Study. See A.T. Kearney, Data Quality Study (Alexandria, Virginia; Apr. 16, 1999). 
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ability to r^onalize its infrastructure and workforce; and 

• making needed human capital reforms such as determining the 
Service’s rei^wnsibility for pension costs related to mOitary service, 
funding retiree health benefits, and determining what action to take on 
the escrow account established in recent pension legislation, deciding 
whether postal workers' compensation benefits should be on par with 
those in the private sector, and clarifying pay comparabUity standards, 


Th.6 N6Cd for conviction, shared by the presidential commission, the Service, the 

T. • T-i administration, and others, is that postal reform is needed. The status quo 

OOmprOnOnSlVO 1 OSt3l has not produced satisfactory results and the temporary surpluses 
Roform Losisiation generated by P.L. 108-18 are unsustainable. Incremental steps toward 

® postal transformation cannot resolve the fundamental and systemic issues 

associ^d with the Service’s current business model. The Service's long- 
term financial challenges remain, and, accordingly, the Service’s long-term 
outlook and transformation efforts remain on our High-Risk List. 
Fundamental changes will need to be made to the Service’s business 
model, and the legal and regulatory framework that supports it, to help 
assure the Service’s long-term financial viability. Now that the presidential 
commission has finished its work, the time has come for Congress to act. 
Structural issues contributing to the need for postal reform include the 
following: 

• Uncertain financial future: The Service is intended to be self- 
supporting through postal revenues. However, as the presidential 
commission noted, even after recent statutory changes reduced the 
Service’s unfunded liability for Civil Service Retirement System (CSRS) 
pension benefits, the Service has accumulated over $85 billion in 
financial liabilities and obligations over the past three decades. These 
liabilities and obligations include large unfunded obligations for retiree 
health benefits, workers’ compensation liabilities, remaining pension 
obligations, and debt. Given the Service’s demographics and current 
health care trends, the costs and obligations related to retiree health 
benefits are expected to continue rising at a rapid rate. These growing 
obligations will increase financial pressure on the Service at a time 
when revenues from First-Class Mail are expected to continue to 
decline. 

• Difficulty financing capital needs: In recent years, as the Service’s 
debt level neared its $15 billion cap, the Service found it problematic to 
obtain adequate financing for capital needs and thus curtailed capital 
spending. Recently enacted pension legislation has resulted in an 
increase in cash flow, and the Service plans to increase capital 
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spending for fiscal year 2004. However, in the longer term, it may be 
difficult for the Service to obtain adequate funds to address its capital 
needs, including mwlemizing its aging network of postal facilities, 
without significantly increasing rates or debt. An additional potential 
source of funding is the disposition of surplus real estate, because the 
Service is allowed by law to retain all revenues received from the 
disposition of p<»tal assets. Although the current market value of the 
Service’s portfolio is unknown, its book value is approximately $15 
billion. 

• Limited incentives for sticcess: The current legal framework, which 
was designed to help the Service fulfill universal service mandates, 
does not provide the same types of incentives that apply to the private 
sector. Under the statutory break-even mandate and postal monopoly, 
the Service does not have the profit motive or direct competition (in 
letter mail) like the private sector does. In addition, the rate-setting 
struchire has allowed the Service to cover rising costs by increasing 
rates. Moreover, whatever cost reductions the Service achieves in one 
rate cycle are used to reset the estimated costs that the Service is to 
recover in the next rate cycle, limiting incentives for cutting costs and 
improving productivity, in this regard, a limited retained earnings 
provision could enable the Service and its employees to benefit from 
whatever cost reductions are achieved. 

Despite the above, the Service has achieved success in reducing total work 
hours and downsizing its workforce by over 74,000 employees over the 
past 3 fiscal years, which has helped the Service contain its costs. 

However, cost cutting is likely to achieve diminishing returns under the 
current structure, which restricts the Service’s flexibility and provides 
limited incentives. Thus, postal reform is needed to enhance incentives 
and enable the Service to achieve major advances in postal productivity 
and continued cost reductions. Such advances may be achieved through 
continuing automation as well as realignment of the Service's processing 
and retail networks. 

As previously noted, the likelihood of declining Hrst-Ciass Mail volume is 
another key impetus for postal reform. Its rate of growth has been in long- 
tenn decline since the 1980s. First-Class Mail can be divided into two 
categories that are both declining in volume: (1) single-piece mail, such as 
letters, which is sent at the rate of 37 cents plus 23 cents for each 
additional ounce; and (2) bulk mail, which receives discounts for 
worksharing activities performed by mailers (see fig. 1). The single-piece 
mail includes remittance mail, which is impacted by diversion to other 
forms of payment, such as automatic deductions from bank accounts, 
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automatic charges to credit cards, and other electronic payments. The 
bulk mail include mailings of bills and statements, and advertising mail. 
Single-piece First-Class Mail volume declined by a record 5.4 percent in 
fiscal year 2W)3, while bulk First-Class Mail volume declined by 1 
percent — the first such decline since worksharing discounts were 
implemented in fiscal year 1976. 


Figure 1: First-Class Mail Volume Growth, Fiscal Years 1984 through 2003 
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First-Class Mail generates more than half of the Service’s revenue and 
covers more than two-thirds of its institutional costs. Standard Mail 
volume is growing, but it makes a smaller per-piece contribution than 
First-Class Mail and its volume is considered more price sensitive to rate 
increases. Parcel Post volume is also growing, but not enough to offset 
declines in Priority Mail. Periodicals mail is priced at cost, and other 
sources of Service revenue make a relatively small contribution to its 
institutional costs. Ilius, the loss of contribution from declining First-Class 
Mail volume is difficult to recover from other classes of mail. 

Looking ahead, a report prepared for the presidential commission found 
that growth in electronic payments Is likely to be an important factor in its 
forecast of gradual declines in First-Class Mail volume." The rapid 


"institute for the Future, Two Scenarios of Future Mail Volumes: SOOS-801 7, prepared for 
the lYesident's Commission on the United States Postal Service (Palo Alto, California; May 
2003). 
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diffusion of computer, Internet, and broadband technologies has led to 
high adoption rates among those with high levels of income and 
education — ^the same groups that send and receive a disproportionate 
share of First-Class Mail. These trends point to the strong potential for 
further diversion. Raising postal rates to offset this trend may provide an 
immediate boost to the Service’s revenues, but over the longer term will 
likely accelerate the transition of mailed communications and payments to 
electroruc alternatives, including the Internet. 

If the Service’s core business of First-Class Mail continues to decline, it 
will face the formidable challenge of maintaining affordable universal 
postal service by growing revenues, significantly cutting costs, or reducing 
service standards. In order to achieve net cost savings, the Service’s cost- 
cutting efforts must currently offset billions of dollars in annual cost 
increases for general wage increases, cost-of-living adjustments, and rising 
benefits costs, particularly in health insurance premiums, as well as 
infrastructure and workforce costs associated with having to deliver mail 
to over 1.5 million new addresses every year. Thus, maintaining the quality 
and affordabUity of postal services would likely require dramatic 
improvement in the Service’s efficiency. In order to do so, the Service will 
need to become a much leaner and more flexible organization and 
rightsize its processing and retail networks and its workforce. 

More significant and frequent rate hikes are also likely to be needed to 
cover the costs of benefits that are being earned by current employees and 
financed under existing cash-based accounting and rate-setting methods. 
One of the key reform chaUenges facing Congress and the Service is the 
funding of the Service’s financial liabilities and obligations, including 
unfunded retiree health benefits, workers’ compensation benefits, and 
Civil Service Retirement System (CSRS) pension obligations. Although 
recent legislation addressed how the Service will cover its CSRS pension 
obligations over a 40-year period, the Service continues to make minimum 
payments for the other obligations, which are currently financed on a pay- 
as-you go basis. Based on known demographic trends, the Service’s 
payments on its retirees’ health insurance premiums are expected to 
continue rising until about 2040. 

Congress is currently reviewing the Service's retirement-related 
obligations. We believe that it would be prudent for the Service to address 
the unfunded obligations today, in a manner that is fair and balanced for 
both current and future ratepayers. In response to the requirement in the 
Postal Civil Service Retirement System Funding Reform Act of 2003 
(P.L. 108-18) that the Service report on how it proposes to use the pension 
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“savings" resulting from the act, the Service proposed to prefund at least a 
portion of its retiree health benefits obligation. We found that although 
this proposal would result in marginally higher postal rate increases, at 
least in the short tenn, it strikes a reasonable and equitable balance 
between current and future ratepayers, and addressed one of the Service’s 
substantial future obligations. On a related matter, we recommended that 
Congress repeal the escrow requirement established by P.L. 108-18 after 
receiving an acceptable plan from the Service describing how it intends to 
rationalize its infrastructure and workforce and is confident that the 
Service is making satisfactory progress on transforming itself into a more 
efficient organization and implementing its other transformation goals.^ 
This recommendation and related considerations, including responsibility 
for military service pension costs, are discussed further in this statement. 
Taken together, consideration of the escrow requirement, postal reform, 
and the Service’s retiree health benefits obligation represents a rare 
opportunity to address the Service’s long-term financial viability. 


Major Elements 
Needed for 

Comprehensive PostM 
Reform 


We and the presidential commission have reported that universal postal 
service is at risk and that reform is needed to minimize the risk of a 
significant taxpayer bailout or dramatic and more frequent postal rate 
increases. We have testified that Congress should enact comprehensive 
postal reform legislation that would clarify the Service's mission and role; 
enhance its governance, transparency, and accountabilify; balance 
enhanced flexibility and oversight to improve regulation of postal rates; 
help to ensure the rationalization of the Service's infrastructure and 
workforce: and make needed human capital reforms. The administration 
has also supported postal reform and outlined guiding principles to ensure 
that the Service: implements best practices with a governing body 
equipped to meet the responsibilities and objectives of an enterprise of its 
size and scope; enhances transparency of timely and accurate data on 
postal costs and performance; provides greater flexibility for the Service 
to meet Its obligations to customers in a dynamic marketplace; ensures 
additional accountability through ^propriate independent oversight; and 
keeps the Service financially self-sufficient, covering all of its obligations. 
In the following sections of this testimony, I discuss comprehensive postal 
reform in light of these principles. 


’ll.S. General Accounting Office, Postal Piensi&n f 'unding lie/orm: Issues Related to the 
Postal Service's Proposed Use of Pension Savings, <1 AO-04-2:38 (Washington. D.C.: Nov. 26, 

2m). 
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Postal Service Mission and It is important for Congress to consider how best to clarify the mission 
Role Need Clarification and role ofthe Postal Service as part ofa fundamental reexamination of 
the role of the federal government in the 21st century. As the presidential 
commission recognized, the nation's postal laws that established the 
Service in the early 1970s did not envision the challenge of setting 
appropriate boundaries on the Service’s commercial activities and 
maintaining fair competition between the Service and the private sector. 
These i^ues need to be addressed because the Service has repeatedly 
strayed from its core mission. We have reported on the Service’s money- 
losing initiatives in electronic commerce and remittance processing, 
among other things.® The Service’s ill-fated ventures were ateo questioned 
by some p<^tal stakeholders as unfair competition, since they were cross- 
subsidized by a tax-exempt entity that is also exempt from many laws and 
regulations governing the private sector. Further, such ventures have 
raised the fundamental issue of why the federal government is becoming 
involved in areas that are well served by the private sector. Although the 
current Postmaster General has ^propriateiy focused on the Service’s 
core business of delivering the mail and sharply curtailed its nonpostal 
initiatives, the presidential commisaon recommended codifying this 
policy. In our view, the time has come for Congress to clarify the Service’s 
core mission and ensure continuity across changes in postal management. 
Key questions in this area include the following: 

• How should universal postal service be defined in the 21st century? 

• Should the Service be allowed to compete in areas where there are 
private-sector providers? If so, in what areas and on what terms? What 
laws should be applied equaUy to the Service and to its competitors? 

• Should the Service’s competitive products and services be subject to 
antitrust and general competition-related laws? Should they be subject 
to consumer protection laws? 

• Should the Service retain its regulatory responsibilities and law 
enforcement fxmctions? 


*l).S. General Accounting Office, U.S. Postal Service: Update on E-Comnierce Activities 
and Privacy Protectians, GAO-02-7a (Washington, D.C,; Dec. 21, 2001); U.S. Postal Service: 
Postal Activities and Laws ReUtled to Electronic Commerce, GAO/GGD-00-I88 
(Washington, D C.: Sept. 7, 2000); and U.S. Postal Service: Development and Inventory qf 
New Products, GAO/GGD-99-16 (Washington. D.C.; Nov. 24. 1998). 
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On a related i®ue, the Service's current statutory monopoly on the 
delivery of letter mail and its monopoly over access to mailboxes have 
historically been justified as necessary for the preservation of universal 
service.® Howewr, questions have been raised regarding whether these 
restrictions continue to be needed; and if so, to what extent and whether 
the Service should be able to define their scope. Narrowing or eliminating 
the monopoly could increase consumer choice and provide incentives for 
the Service to become more effective and efficient. For example, in the 
competitive parcel market, FedEx has expanded its role in delivering 
residential parcels and UPS has shortened its guaranteed transit time on 
ground shipments traveling to some of the country’s biggest metropolitan 
areas. 


Another issue is whether the Service, as a commercial competitor in the 
overnight and parcel delivery markets, should have the authority to 
regulate the scope of competition in these areas.'® The presidential 
commission has recommended separating these functions so that the 
Postal Service cannot define and regulate the scope of its own monopoly. 
As the presidential commission noted, it is a fundamental premise of 
American justice that parties that administer laws should not have a 
financial interest in the outcome. Questions relating to the postal 
monopoly include the following; 

• Is a government monopoly needed to enable affordable universal postal 
service, especially if such service is provided at uniform rates? If so, 
what scope of monopoly is needed? 

• Should the Service continue to have the power to define and regulate 
its own statutory monopoly, including use of the suspension process? 

• Should a regulatory body have authority to redefine and narrow the 
postal monopoly and the mailbox monopoly? If so, should a clear 
statement of congressional intent be provided to guide regulatory 
decisions, or should the regulator have unfettered discretion to 


®U.S. General Accounting Office, U.S. h>sUU Service: lr\foT7nation about Hestrictions on 
Mailbox Access, GAO/GGD-97-85 (Washington, D.C.: May 30. 1997). 

‘'^e Service has used its regulatory power to further define the scope of the statutory 
moiropoly by suspending Uie rtronr^ly for urgent letters and outbound international mail, 
'file Service has also defined the scope of its monopoly by issuing regulations that define a 
"letter” for the purposes ofenforcingtite statute (39 C.F.R. § 310.1(a)) as well as 
regulations ^ecil^ng access to mailboxes (Domestic Mail Manual, D04I and POl 1.2.2). 
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consider options to expand or contract the Service’s monopoly? What 
principles should guide the process, and what key players should be 
involved? 

Similarly, should the regulator be able to consider opening up access to 
the mailbox? If so, under what circumstances? Would it be cost 
effective for private delivery companies to deliver items to mailboxes if 
individuals could veto access and redefine mailbox access as the 
delivery companies move from one home to another? 

Should any regulatory decisions be governed by process requirements 
to en^le stakeholder input? Should such processes facilitate 
congr^sionai review of any changes, as is the case for some other 
types of communications regulated by the federal government? 


The Need for Enhanced 
Governance, Transparency, 
and Accountability 
Mechanisms 


In our view, the Service must have greater flexibility to operate in a 
businesslike fashion, but with this latitude comes the need for enhanced 
governance, transparency, and accountability mechanisms. Managerial 
accountability must come from the top, with the Service governed by a 
strong, well-qualified corporate-style board that holds its officers 
responsible and accountable for achieving real results both currently and 
over time. In addition, despite recent improvements, we continue to be 
concerned that additional transparency mechanisms be implemented to 
enhance the Service’s accountability for financial and performance results. 


Governance Issues If fh© Service is to successfully operate in a more competitive 

environment, the role and structure of a private-sector board of directors 
may be an £q>propriate guide for governance, Having a well qualified, 
independent, adequately resourced, and accountable board is critical for a 
major federal institution with annual revenues approaching $70 billion and 
almost 830,000 employees at the end of fiscal year 2003. We agree with the 
presidential commission that the Service's legacy governance structure is 
increasingly at odds with its mission in the modem environment and that 
the Service’s governing structure needs to consist of members with the 
requisite knowledge and experience. In this regard, one issue is what 
statutory qualification requirements are appropriate for the board to 
ensure that it has the kind of expertise necessary to oversee a major 
government business. 


Another major issue is whether the Service should be held more directly 
account^le for its performance, and if so, to what extent, to whom, and 
with what mechanisms. Specifically, how should the Service’s governing 
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board, along with top management, be held accountable? The presidential 
commission recommended that the Postal Rate Commission (PRC) be 
replaced with a newly created regulatory board endowed with broad 
public policy responsibilities as well as broad mandates and authority for 
accountability and oversight. These recommendations raise fundamental 
questions, including the following; 

• Who should make certain public policy decisions regarding the Postal 
Service — the Service, an independent regulator, or Congress? 

• What accountability should ^ply to a monopoly provider of vital 
postal services that also is a major competitor in the communications 
and delivery marketplace? 

• How should the Service be held accountable if it remains an 
independent establishment of the executive branch? 

• To what extent can the Service be accountable to Congress and the 
executive branch without being subject to undue political control? 

• To what extent should a regulatory body exercise accountability? For 
what purpose? With what authority? How should it be structured to 
preserve its independence from political manipulation and minimize 
the risk of regulatory capture? 

• What statutory guidance and constraints should apply to regulatory 
actions, induing due process and recourse to judicial and/or 
congressional review? 

Enhancing Transparency and A key element of postal reform will be the statutory reporting 
Accountability of Financial and requirements needed to ensure transparency and accountability of 
Performance Information financial and performance information. The Service remains a public 

institution with a monopoly on providing vital postal services to the 
nation, Hence, appropriate transparency is needed so tliat stakeholders 
are well apprised of the Service’s financial situation and performance and 
understand how future results may be affected by impending events, so 
that changes do not come as a surprise to those responsible for or 
impacted by its performance. 

The Service has made recent progress in this area, but it recognizes that 
further progress should be made. Enhanced transparency will be essentia! 
for stakeholders to better understand the Service’s financial situation and 
performance results, conduct independent oversight, and hold 


Pag« 13 


GAO-04-397T 



90 


management account4*le.“ In addition, enhanced reporting will be even 
more critical if the Service obtains greater flexibility to set postal rates in a 
streamlined manner that relies on rapid verification of compliance. A key 
issue is whether statutory change is needed to enhance the level of 
transparency that the Service mr^t provide. We were pleased the Service 
has recently taken steps to enhance its financial reporting. The Chairman 
of the Service’s Board of Governors also recently indicated that the 
Service would make ftuther enhancements along the lines of some SEC 
reporting requirements. In our view, it will be important for Congress to 
obtain clarification from the Service on how and when it intends to 
develop financial statements and disclosures comparable to those 
provided by publicly traded compaiues. If Congress determines that the 
Service’s proposed approach is not acceptable or timely, or if the Service 
does not fulfill the commitment it makes in this regard, Congress could 
consider mandating SEO^e reporting requirements for the Service, or 
giving a regulatory body authority in this area. 

In addition, there are areas where stakeholders still have little information, 
such as the Service’s financial needs for maintaining and modernizing its 
infrastructure, and the true market value of the Service’s vast real estate 
holdings. Further, we continue to be concerned that the Service does not 
communicate its delivery performance for all of its major mail categories, 
particularly those covered by its monopoly. The Service’s customers have 
a right to know what they are getting for their money, particularly captive 
customers with few or no alternatives to using the mail Information about 
service quality would become even more important if the Service obtains 
more flexibility and incentives to cut its costs. Accordingly, the 
presidential commission recommended that a regulatory body be required 
to prepare a comprehensive annual report assessing the Service’s 
performance in meeting established service standards. If such a report is 
to be meaningful, the regulator may also need authority to require the 
Service to collect service performance data, 


"U.S. General Accounting Office, U.S. Postal Service Actions to Improve iLi Financial 
Reporting, (jAO- 03-26R (Washin^n, D.C.; Nov. 13, 2002); and U.S. Postal Service; 
Enhancements Needed in Pmformance Planning and Reporting, GAO'00-207 
(Washin^n, D.C.: Sept, 19, 2000). 
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Key questions related to transparency and accountability include the 

following: 

• What tran^iarency of the Service’s financial and performance results is 
appropriate for oversight and accountability? What mechanisms should 
be est^Ushed to facilitate and ensure adequate transparency? 

• What transparency and accountability mechanisms are needed to 
prevent unfair competition and inappropriate cross-subsidization? 

• Should the Service comply, either on a voluntary basis or through a 
statutory requirement, with msyor Securities and Exclwige 
Commission (SEC) reporting requirements? 


Flexibilities and Giving the Service greater flexibility to operate in a businesslike manner 

Independent Oversight ^Iso would require enhanced oversight by an independent regulatory body 

endowed with sufllcient authority and resources, as well as continued 
congr^sional oversight. Current law mandates independent review of 
postal rates and has the laudable goals of protecting postal customers 
against undue discrimination, restricting cross-subsidies, and ensuring due 
proce^. However, the current rate-setting structure is adversarial, lengthy 
and expensive. It also serves to significantly limit the Service’s rate-setting 
flexibility while providing poor incentives for appropriate cost allocation. 
In addition, the Postal Rate Commission (PRC) has limited authority, 
particularly in the areas of cost allocation and ensurmg the quality of the 
supporting data. Improvements in the rate-setting area will be a 
fundamental component of postal reform legislation. Furthermore, the 
Service faces legal and other constraints that limit its flexibility to 
rationalize its infrastructure and workforce. Legislative reforms are 
needed in this area as well. 

More Flexibility and Enhanced As long as the Service remains a federal entity protected by the postal 

Oversight Needed in Rate- monopoly, its ability to compete with the private sector should be 

Setting Area balanced with appropriate oversight and adequate legal standards to 

ensure fair competition between the Service and private competitors. 

Clear lines of authority in this area must be established if the rate-setting 
process is to be streamlined and sped up. A key issue for Congress to 
consider is the appropriate balance between flexibility and accountability. 
Another issue is what due process rules should be established in order to 
en^le stakeholders to provide meaningful input and participate in rate- 
setting matters, including the right to appeal regulatory decisions. Key 
shortcomings of the current rate-setting structure include the following: 
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• Adversarial, burdensome, and lengthy rate-setting proceedings. 
Statutory requirements for rate and classification cases impose a 
litigious, costly, and lengthy rate-setting process that can delay needed 
new revenues by more than a year. Because the law enables any 
interested party to participate, most changes require a major 
proceeding that places the Service in an adversarial relationship with 
its msyor customers and at a distinct competitive disadvantage. Rate 
cases tend to pit tiie Service and postal stakeholders against each 
other, since I3\e zero-sum nature of the break-even requirement 
provides powerful incentives for parties to attempt to shift postal costs 
in ways that serve their self-interests. The Service and other 
stakeholders report spending millions of dollars in each rate case on 
attorneys, economists, statisticians, and other postal experts who pore 
over many thousands of pages of testimony, interrogatories, and 
rebuttals. The lugh cost of participation, coupled with the increasing 
complexity of rate-setting data and methods, makes it difficult for 
smaller stakeholders to effectively participate. Statutory rules against 
ex parte communications help to preserve due process and fairness, 
but also make it difficult for experts to constructively discuss technical 
issues and resolve problems as they arise. 

• Unresolved, recurring disputes. The current rate-setting structure, 
which seeks to assure all parties due process, enables them to 
repeatedly raise issues that have previously been considered. The 
Service has a unique opportunity to repeatedly raise issues by building 
them into its initial rate proposes. For many years, cost allocation 
issues have been debated and are frequently a key reason why rate 
cases are so lengthy and litigious, since their disposition can directly 
affect rates. Although interested parties should have an opportunity to 
participate in rate cases, the need to address complex cost allocations 
in every rate proceeding is inconsistent with having a streamlined rate- 
setting process that swiftly resolves complaints about rates. 

• Poor incentives for data quality. Current law gives the Service 
opportunities to seek advantage in litigious rate cases through its 
control over what data are collected and how those data are analyzed 
and reported. PRC cannot compel the Service to collect data, update 
data, or subpoena information. The 1999 Data Quality Study, which you 
requested, Mr. Chairman, found that key postal cost data had not been 
updated for many years and were used regardless of their 
obsolescence.'* Although the Service has worked to address these and 


'*A.T. Kearney, Data Qualily Study (Alexandria, Virginia; Apr. 16, 1999). 
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Other deficiencies identified by the study, it is fair to question why 
these problems could linger for so long. 

• Disincentives for maximizing cost allocation. Under current law, all 
classes of mail and types of service must cover their attributable costs, 
while insfitutional costs are allocated based on judgment informed by 
broad statutory criteria,** In effect, the Service loses pricing flexibility 
as costs are allocated to specific postal products and services, creating 
a structural disincentive to jdlocate costs. The presidential 
commission’s conclusion that more postal costs can and should be 
allocated raises the issue of whether more regulatory authority is 
needed to ensure that all costs that can be rationally attributed are 
properly allocated. 

• Need for Periodic Reporting. As the presidential commission noted, 
independent regulatory oversight should ensure that the outcome 
cannot be unduly influenced through the selective provision of 
information to the regulator. To this end, a key issue is whether the law 
should mandate the Service to submit periodic reports in accordance 
with form, content, and timing requirements determined by a 
regulatory body. This could involve changing the statute to clarify that 
the regulator could compel the collection and provision of necessary 
data, including rate-setting and performance information, that would be 
analyzed according to cost allocation methods determined by the 
regulator. 

Worksharing discounts A particularly controversial area includes consideration of worksharing 

discounts, which are applicable to about three-quarters of the Service’s 
mail volume. Worksharing discounts did not exist when the Postal 
Reorganization Act of 1970 was enacted. Thus, there is little statutory 
guidance in this area except for the mandate for the PRC to consider— 
along with other factors — ^the degree of preparation of mail for delivery 
into the postal system performed by the mailer and its effect upon 
reducing costs to the Service.*^ Over time, the PRC developed a guideline 
for recommending worksharing discounts so that the estimated reduction 


Service proposes domestic postage rates and fees, as required in law, so that each 
class of mail or type of service must cover the direct and indirect postal costs that are 
attributable to that class or type of service plus a portion of its institutional costs. 1'his 
requirement has long been interpreted to apply to subclasses of mail. 

“PRC is required to consider nine factors in making recommended decisions on postal 
rates, including such fectors as fairness and equity and coverage of attributable costs. See 
39U.S.C. §3622Cb). 
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in Service revenues would be no more than equal to the estimated 
reduction in related Service costs. Because worksharing discounts have 
become an integral part of the rate-setting structure, a key issue is whether 
statutory guidance would be appropriate in this area, and if so, whether 
hard-and-fast rules versus a set of key principles or criteria for 
worksharing discounts should be established in law. Other issues and 
questions that have been raised in the rate-setting area include the 
following: 

• Should the break-even mandate continue to govern the postal rate- 
set-ting process, or should the Service be allowed to retain a certain 
amount of earnings? 

• Is after-the-fact rate review incompatible with the need to ensure fair 
competition by an organization that can leverage the revenues and 
infrastructure obtained through its monopoly on delivering letter mail? 
If not, should measures be taken to limit the potential for unfair 
competition, such as providing limitations on the introduction of 
subsidized new products and services? Should a regulatory body be 
authorized to order the discontinuance of postal products and services 
that consistently fail to cover their costs? 

• Could a complaint process, as a key mechanism to seek redress for 
rates established with no prior review, create an incentive for 
numerous complaints that could become a de facto review of virtually 
all rates? Even if a regulatory body could order changes in rates after 
the fact, would it be reluctant to do so, given the potential financial 
impact and disruption for the Service and the mailing industry? 

• How much time is needed for meaningful after-the-fact review of 
changes in postage rates and review of complaints? What due process 
rules should be established for stakeholder participation in rate 
complaints and other rate-setting matters? 

• What process should govern regulatory decisions regarding the 
measurement, allocation, and reporting of postal costs and revenues? 
Should the regulatory body also be given the authority to compel the 
Service to collect data, as some have suggested? 
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• If mailer-spedfic discounts are authorized, should data be required on 
the mailer-specific cost savings that the Service expects to achieve? If 
so, how should the regulatory body balance its needs for such 
information with limitations relating to the practicality and burden of 
producing it? 

• What statutoiy criteria should govern the adoption and review of 
negotiated service agreements (NSA)? Could NSAs create competitive 
harm, and, if so, what measures should be taken to mitigate this risk 
(e.g., prior review and other limitations)? 

• Would a transition period be needed to successfully implement a 
different rate-setting system and address m^or unresolved cost 
allocation issues, as well as for the Service to inrprove its cost 
allocation methods and underlying information systems that provide 
costing data? 

Price-cap regulation As the above discussion demonstrates, the need for changing the postal 

rate-setting stiucture is clear. However, many questions remain about 
what changes should be made and the potential problems associated with 
those changes. Specifically, the option of adopting a price-cap model for 
regulating postal rates has emerged as a main alternative to a cost-of- 
service regulatory model but raises many issues that deserve thoughtful 
consideration.'* By its very nature, any fundamental change to the rate- 
setting system would necessarily entail substantial uncertainty, risks, and 
the possibility for further change to deal with unanticipated consequences. 
In this regard, the benefits and risks of adopting a price-cap system need 
to be weighed against the benefits and risks of the status quo. If the 
Service is to be limited to its core mission, the flexibility provided by a 
price-cap system could become a key tool to successfully managing the 
transition to a leaner, more elficient postal system. A price-c^ system 
also could enable the Service to implement a strategy of smaller, more 
frequent changes in postal rates, as opposed to a strategy of more 
infrequent, yet significant increases. We recognize that these proposals 
have been reviewed in numerous hearings, surfacing many issues and 
creating a valuable record to build on. Key questions to consider include 
the following: 


‘*A price-cap system could limit rate increases for certain postal products and services 
according to a specified index, such as the Consumer Price Index. 
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• Would a price-cap system provide the intended incentives for the 
Service to maximize its financial performance, since it is a public 
institution that is not accountable to shareholders who hold stock and 
demand management accoimtability? 

• Would a price cap provide incentives for the Service to reduce the 
quality of service for captive customers? If so, what transparency and 
accountability mechanisms would be needed to er^ure the quality of 
universal postal service? 

• Gould the Service use its flexibility to raise rates within the price cap to 
unfairly shift the burden of institutional costs away from competitive 
products and services and onto its most captive customers? 

• Should the law require that rates for each class of mail or type of 
service cover the ^rect mid Indirect postal costs attributjdjle to them? 
If so, at what level (e.g., mail class, subclass, rate category, etc.)? 

• Could the Service generate sufficient revenues if its rates were 
constrained by a price c^? If not, under what circumstances, if any, 
should the Service be authorized to raise rates in excess of the cap? 
How can ratepayers be assured that it would not be too easy for the 
SeiTice to obtain such increases, which would vitiate the intent of the 
price cap? What process should apply to such “exigent" rate increases? 

• Would a price cap restrain the growth of wages and benefits for postal 
employees? If so, to what extent and would such a result be desirable? 

• How would a price-cap system affect historic preferences that have 
been provided to certain maUers, such as mailers of nonprofit mail, 
periodicals, and library mail? 

• How could the Service redesign the rate and classification system, as it 
did through the 1995 reclassification case, if it were subject to a price 
cap? How could more limited classification changes be adopted? 

• Would adopting a price-cap system be too risky, given problems that 
have surfaced in some price-cap models adopted by other regulated 
industries? How could flexibility be built into the system to minimize 
risk and handle “the law of unintended consequences?" 
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• Should Congress specify provisions of a price-cap system? If so, what 
featmres should be codified in statute and which should be left to the 
regulatory process? 

• What issues should be considered in adapting price-cap regulation from 
other industries and foreign postal systems to the unique context of 
regulating postal rates in the United States? 

• What tr^isition features should be required, such as a “baseline” rate 
ca^, in order to successfully implement a price-cap system? 

• What other regulatory models should be considered in the rate-setting 
area? 

Constraints to Flexibility of the 'The Service’s uncertain future regarding its mail volume and revenue 
Service’s Operations and growth makes it imperative for the Service to become a more cost- 

infrastructure effective and efficient organization. To facilitate this, the Service's 

governing body and management must have the authority and flexibility to 
reduce costs and modify its business operations. There are a number of 
inefficiencies in the Service’s current infrastructure, which has evolved 
piecemeal over decades and may not adequately reflect current and future 
needs. This infrastructure includes approximately 38,000 post offices, 
stations, and branches; 500 mail processing and distribution facilities; and 
other facilities. On the retail side, many post office transactions, like 
selling stamps, can be conducted more efficiently through other retail 
alternatives. On the processing and distribution side, efficiency varies 
across facilities, in part because the Service does not have standardized 
operations. 

Although the Service recognizes the need to rationalize its infrastructure, 
several current legal constraints hinder its flexibility. A key question for 
Congress to consider is whether current legal restrictions on closing post 
offices should be retained, modified, or repealed. Under current law, the 
Service is not allowed to close post offices for economic reasons alone.'® 

In making a determination on whether to close or consolidate a post 
office, the Service is required to consider the effect on the community, 
postal employees at that office, and the resulting economic savings, among 
other things.” All post office closings are also subject to a statutory 


'®39U.S.C,f 101(b). 
”^U.S.C.§404(bK2). 
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proc^ that governs notification and appeals, which can delay closings for 
an extended period.^ In addition, annual appropriations bills have long 
specified that no appropriated funds shall be used to consolidate or close 
small rural and other small post offices. 

Regulations further specify processes that the Service must follow for 
closing, consolidating, and relocating post offices. The Service can also 
suspend pc^t office operations in an emergency without following the 
normal procedures but must notify affected customers individually and 
establish alternative services as quickly as possible. While there are no 
statutory regulations against closing mail processing and distribution 
facilities, these facilities are often co-located with post offices that are 
subject to statutory constraints. In addition, the Service often encounters 
political resistance when it determines to close, consolidate, or relocate 
postal facilities. Government officials are understandably concerned about 
decisions that affect customers, postal employees, as well as communities 
and constituents. In any event, it will be important for the Service to 
communicate with and consider the concerns of those affected by facility 
closings or other changes. 

Greater flexibility for the Service to reshape its infrastructure must be 
accompanied by enhanced transparency and accountability mechanisms. 
Becarase rationalizing its infrastructure and workforce is crucial to the 
Service’s future financial viabOity and has potentially broad impacts, we 
recommended that the Service prepare a publicly available plan that lays 
out its vision and strategies in this area.’® This plan should include the key 
principles or criteria that will guide the Service's decisions, the processes 
that will be used to make its decisions, and the players that will be 
involved. We have also recommended that repeal of the escrow 
requirement be contingent on Congress’s receipt of a satisfactory plan 
from the Service describing how it intends to rationalize its infrastructure 
and workforce.* Both the House and Senate oversight committees have 
sent letters to the Postmaster General requesting the Service to provide 
Congress with apian for rationalizing the Service's infrastructure and 
workforce. Service officials told us that they are in the process of 


’*39 U.S.C. § 4040X3X4X6)- 

*®GAO-04-!08T. 

*GAO-04-m 
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developing the requited plan and intend to provide it to Congress by 
February 2. 


Human Capital Issues The Postal Service’s human capital is critical to providing vital postal 

services to the American people and achieving a successful postal 
transformation. The ^rvice employed almost 830,000 people at the end of 
fiscal year 2tt)3, whose pay and benefits accounted for more than three- 
quarters of the Service’s e}q)enses. The Service reported that its operating 
expenses fell by about $1.3 billion in fiscal year 2003 due primarily to 
pension reform and work hour reductions. Another area where the Service 
continues to make encouraging progress is in the declining number of total 
grievances, which as of the end of fiscal year 2003 had fallen to 93,483, less 
than half the number at the end of fiscal year 1998. Further progress on 
controlling human capital costs will be critical to sustain both affordable 
and universal postal service. The Service's hourly compensation costs, 
including wages and benefits, are rising faster than inflation, and key 
issues remain unresolved regarding the Service’s pension and retiree 
health benefits obligations. We believe that the time is right to consider 
what statutory structure would be appropriate to address these issues, 
facilitate best practices, and improve labor-management relations and 
overall working conditions. !n this section of my statement, I will focus on 
(1) funding of pension and retiree health benefits obligations; (2) workers' 
compens^ion provisions; and (3) criteria for pay comparability. 

Postal Pension and Retiree The Service’s substantial obligations for its retirement-related benefits 

Health Benefits Issues to be addressed, especially in connection with its retiree health 

benefits. A key issue is how to assign responsibility and structure a 
mechanism for covering the costs of providing retirement-related benefits. 
Another issue is how changes in funding these obligations could affect 
postal ratepayers, taxpayers, and the federal budget, 

The Postal Civil Service Retirement System Funding Reform Act of 2003 
(P.L. 108-18), enacted in April 2003, changed the method by which the 
Service funds the Civil Service Retirement System (CSRS) pension 
benefits of its current and former employees to prevent a projected 
overfunding from materializing. At the same time, the act shifted 
responsibility for funding pension benefits attributable to military service 
from taxpayers to postal ratepayers. The act required that, beginning in 
fiscal year 2006, the difference between the Service’s contributions under 
the new and old funding methods — ^the “savings” — be held in an escrow 
account \mtil the law is changed. To facilitate consideration of which 
agency — the Postal Service or the Treasury Department — should fund 
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militajy service pension costs, the act required the Service, the Office of 
Personnel Management (OPM), and the Treasury Department to each 
submit proposals to the President, Congress, and the GAO by September 
30, 2003. The act also required the Service to submit a proposal to the 
same recipients on how it planned to use the future “savings.” We, in turn, 
provided our analysis of these proposals on November 26, 2003.^‘ 

Regarding the military service issue, the Service believes that the Treasury 
should bear r^mnsibility for pension costs related to military service, 
while Treasury and OPM believe that this responsibUity should remain 
with the Service. We do not take a position on whether the Service or the 
Treasury should bear responsibility for the military service costs, because 
we believe that this is a policy decision that should be made by Congress. 
Instead, we have identified and assessed the agencies’ respective positions 
and provided additional information to assist Congress in making its 
decision. In this regard, two key issues were raised by the agencies, with 
differing views provided — (1) the relationship of military service to 
employing agencies’ operations and (2) consistency among agencies, 
especially self-supporting ones. Regarding the first issue, the Service 
believes that there is no relationship between military service ^d postal 
operations and therefore the Service should not bear the pension costs 
related to military service. Treasury’s view is that the employing agencies 
should bear this cost, because receiving credit for past military service is a 
civilian retirement benefit. Absent a conscious, voluntary, and contractual 
decision to the contrary, typical cost attribution methods would allocate 
service to the agency that benefited from the military service (Department 
of Defense). Under such a method, the taxpayers would bear the cost of 
pensions related to mOitary service. 

Regarding consistency, we reported that the Service is required to fund the 
dynamic normal cost of GSRS benefits, whereas some self-supporting 
agencies pay ordy a portion of this cost. Thus, we stated in our Matters for 
Congressional Consideration that Congress should consider treating all 
self-supporting entities consistently by requiring dynamic funding of the 
full cost of pension benefit costs not paid by employee contributions and 
deposits exclusive of military service costs. We also recommended that 
Congress should consider requiring consistency across self-supporting 


*'U.S. General Accounting OBice, Postal Pension Funding Rtform: Review of Military 
Service Funding Proposals, GAO-04-281 (Washington, D.C,; Nov. 26, 2003); and Postal 
Pension Funding R^orm: Issues Related to the Postal Service’s Proposed Use of Pension 
Savings, GAO-04-238 (Washington, D.C.: Nov. 26. 2003). 
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agencies in assigning responsibility for pension costs related to military 
service. 

Should Congi^® decide that the Service should retain responsibility for 
funding military service pension benefits, the appropriate method for 
allocating the cost of these benefits would need to be decided. In this 
regard, we recommwided in our report that an additional option should be 
explored for allocating these costs. Specifically, one that makes the 
Service responsible only for military service that became creditable after 
postal reorganization took effect on July 1, 1971.^^ 

The second issue that Congress must consider is the Postal Service’s 
report on use of the pension “savings.” The Service submitted two 
proposals, both of which would affect postal rates to varying degrees. The 
first proposal recommends that the Service be relieved of the burden of 
funding perrsion benefits attributable to military service, and that the 
Service, in turn, would begin to prefund its retiree health benefits 
obligation for current and former employees, which has been estimated in 
fiscal year 2003 at between $47 billion and $57 billion. The second 
proposal is based on the premise that the Service will remain responsible 
for funding military service benefits as currently required by P.L. 108-18. 
Under this proposal, the Service said that it would fund its retiree health 
benefits obligation only for employees hired after fiscal year 2002 and use 
the remaining “savings" to repay debt and to fund productivity and cost- 
saving coital investments. In our report, we noted that if either of these 
proposals were accepted, Congress would need to address implementation 
issues related to prefunding the retiree health benefits obligation, 
including who determines the amount of the obligation, what demographic 
and economic assumptions should be reflected in the obligation antount, 
and what funding and investment approach should be used. 

We assessed these proposals according to their fairness and affordability 
and how they addressed the Service’s transformation efforts, including its 
cost saving and productivity improvement initiatives, We found that the 
first proposal strikes a more equitable balance of allocating costs between 
current and future ratepayers because benefits being earned by today’s 
employees woxild be built into the current postal rate base. Under the 
second proposal, a substantial portion of the retiree health benefits 


“Military service that became creditable after postal reorganization would be for 
employees who did not have at least 5 years of civilian service prior to July 1, 1971, 
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obligation would remain unfunded, thereby placing the burden of the 
retiree health benefits being earned today on future ratepayers. Both of 
the proposals attempted to balance short-term rate mitigation with some 
level of prefunding of the Service’s retirement health benefits obligation. 

In its first proposal, the Service estimated that an additional rate increase 
of 2 percent over the rate of inflation would be required in fiscal year 2006. 
The Service’s second proposal would require only an additional increase 
of 0.3 percent over the rate of inflation since it would be funding a smaller 
portion of the retiree he^th benefits obligation. To mitigate the impact of 
any marginally higher rates needed to prefund retiree health benefits, we 
believe that the Service must transform itself into a more efficient and 
effective organization through continued modernization efforts. 

Another matter we considered in evaluating the Service's proposals was 
the impact of the escrow requirement embodied in P.L. 108-18, which we 
determined could lead to unnecessary rate increases. However, we 
reported that Congress would need to have sufficient information to 
determine that the Service is making progress in achieving its 
transformation goals, including its initiatives to rationalize its 
infrastructure and workforce. TTrerefore, we recommended that Congress 
should repeal the escrow requirement upon receipt from the Service of an 
acceptable plan for rationalizing its infrastructure and workforce. Both the 
House and Senate oversight committees subsequently requested that the 
Service provide a plan on how it intends to rationalize its infrastructure 
and workforce, and the Service agreed to provide such a plan. 

Workers’ Compensation Issues Another benefit area where postal costs have been difficult to control 

involves the Service’s workers’ compensation benefits under the Federal 
Employees’ Compensation Act (FECA). The Service reported nearly $1,5 
billion in workers’ compensation expense in fiscal year 2003, only $60 
million less than the record set in the previous fiscal year, while its 
unfunded liability for workers’ compensation rose $626 million to a record 
$7.2 billion at the end of the fiscal year. We have reported on FECA issues, 
including how these benefits compare with those of other federal and state 
workers’ compensation laws and possible changes to FECA benefits for 
beneficiaries at or beyond retirement age.” We reported that to help 
address FECA-related cost issues, Congress could consider converting 


®U.S. General Accounting Office, Recent GAO Reports on the Federal Employees’ 
Compensation Act, GAO/T-GGO-ST-IS? (Washington, D.C.: Sept. 30, 1997); and Federal 
Employees’ Compensation Ack Issues Associated with Changing Benefits /or Older 
Beneficiaries. GAOAiGD-iH)-138BR (Washington, D.C.: Aug. 14, 1996). 
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from the current FECA benefit structure to a FECA annuity. The 
presidential commisdon concluded that the Service should be provided 
relief from FECA provisions creating costly unintended consequences and 
that its workere’ compensation program should be made more comparable 
to programs in the private sector. For example, the commission noted that 
unlike most private sector plans, FECA imposes no waiting period before 
benefits begin. Hie commission also pointed out that there is no maximum 
doDar cap on FECA payments, so that employees eligible for retirement 
often opt to stay on the FECA rolls rather than retiring. The current 
approach is costly and provides certain perverse incentives. As a result, 
we believe that placing workers’ compensation benefits on a par with 
those in the private sector merits careful consideration. 

Pay Comparability Issues Th® most lliomy issue in collective bargaining today is pay and benefit 

comparability. Although the parties disagree about whether a wage and 
benefit premium exists and about the basis for making these comparisons, 
the Service’s ability to control costs in this area will be critical to achieving 
a financially viable organization that can maintain affordable postal rates. 
One of the limitations in the existing collective bargaining process is that 
the interests of postal ratepayers do not appear to have been sufficiently 
considered. One option recommended by the presidential commission was 
to amend the law to mandate that a regulatory body clarify the term 
“comparability." In our view, Congress could revisit the statutory 
comparability standard so that it would more fully reflect the ratepayers’ 
interests and the Service’s overall financial condition and outlook. 
Comparability could be specified to include total wage, compensation, and 
benefit costs, as well as the relationship of these costs to total costs, their 
impact on rates and revenue, and the Service’s overall financial condition, 

Some key questions related to the human capital area include the 
following: 

• Should postal ratepayers or taxpayers pay for postal pension benefits 
attributable to military service of postal workers? Should this issue be 
resolved in a consistent manner for the Postal Service and other federal 
agencies that are also self-supporting? 

• Should postal retiree health benefits be prefunded rather than paid on a 
pay-as-you go basis, and if so, to what extent? Should this issue be 
resolved in statute or delegated to an administrative or regulatory 
process? 
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Should workers’ compensation benefits for Service employees be 
greater than those generally available to private sector employees? 
What other opportunities exist to provide incentives to minimize 
workers’ compensation costs? 

Should existing statutory standards for compar^ility of postal wages 
and benefits be clarified to include specific performance criteria and 
factors iq>on which a comparison must be made, such as the Service’s 
overall finmicial condition and outlook? If comparability standards are 
retained, what merfianisms should be required for independent 
reporting and oversi^t? 

Should the statutory pay cap on postal executives be lifted, and if so, 
how would executive pay be linked to performance? Should additional 
disclosure and/or independent reviews be mandated in this area? 


Chairman McHugh, that concludes my prepared statement. I would be 
pleased to respond to any questions that you or the Members of the 
Special Panel may have. 


Contact and For further information regarding this testimony, please contact Mark L. 

Goldstein, Director, Physical Infrastructure Issues, at (202) 512-2834 or at 
Acknowledgments goldstemm@gao.gov; or Linda Calbom, Director, F^ancial Management 

and Assurance, at (202) 512-8341 or at calboml@gao.gov for pension and 
retiree health issues. Individuals making key contributions to this 
testimony included Teresa Anderson, Alan Belkin, Margaret Cigno, 
Kathleen A. GUhooly, Kenneth E. John, and Scott McNulty. 
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reliability. 
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Mr. McHugh. Gentlemen, I am not going to take a lot of time 
asking questions, at least at the outset. I want to defer to my col- 
leagues who were gracious enough to he here. I would just say that 
Chairman Fineman mentioned the train a long time coming. I am 
always reminded now, after 8 years of being at this, the story of 
the man who lived his entire life as a hypochondriac, and went to 
the doctor every week convinced that he had a life-threatening ill- 
ness, and of course every week he was found not to. And then he 
finally died at the age of 109 and had on his tombstone: “See, I told 
you I was sick.” 

We have been saying that there is a crisis looming for about 8 
years now, as you noted, David, but I think it is real. And in spite 
of the lack of material evidence of that, it has far more to do with 
the amazing job that Jack Potter and the 800-some thousand em- 
ployees of the Postal Service have done in kind of patching up the 
holes that many of us on this side of the hearing room at least have 
chosen to ignore. And I don’t think we can get away with it for too 
much longer. 

I would just ask you good folks one question. There is a menu 
of things out here in the Treasury Department, and the President’s 
Commission listed them as principles, but within each of those 
principles are some points. I don’t know if it is within the political 
ability of the Congress to do everything we need to do in one fell 
swoop, but we are certainly going to try to do as much as we can, 
but there are certain political dynamics that can’t be ignored. If 
you gentlemen could pick two or three items that you think are 
sine qua nons, absolute musts, without this, nothing, as opposed to 
reform, what would those two or three items be? And I am going 
to start with the Postmaster General, if he could tick them off, be- 
cause he has the closest hand on the pulse, I think. 

Mr. Potter. Mr. Chairman, there are two things or three things 
that I think need to be done. First, the Civil Service retirement leg- 
islation needs to be brought to completion, and we were anxious to 
work with the committee to do that. In addition to that, I believe 
that we need to give management and the Board the tools when 
it comes to pricing flexibility. We need to be able to operate as a 
business. We need to be able to — along the lines of what David 
Walker just said, the Comptroller General just said — we need to be 
able to adjust our rates. And we would like to be able to do that 
on an annual basis so there is no sticker shock, so that we are able 
to take into account what happens over the course of the year. And, 
last but not least, we need to have the ability to manage our infra- 
structure and to make what are going to be some tough decisions 
to modernize the Postal Service and make it more efficient. 

Those are the three things I believe are most important. 

Mr. McHugh. If I could come back down to General Walker. 

Mr. Walker. Large agreement. I believe you need to deal with 
the most immediate issues, which are military service and the es- 
crow. I believe that it is important to provide additional flexibility 
to rationalize infrastructure and work force issues, and also to look 
at how rates are set. I think those are the three key issues that 
are of critical importance. 

Mr. McHugh. David? You have only got a year left or so; you can 
disagree with Jack. 
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Mr. Fineman. Right. No, I am not disagreeing with anybody. I 
think that the bottom line here is that we have to be able to run 
a business that allows us to manage to the bottom line. As of now 
what we do is we say, “OK, it is just a break-even proposition.” I 
think that we have to add incentives that allow management to 
manage to the bottom line. Let them run it like a business, let 
them make a profit, let that profit be distributed to executives. Run 
it like a business. And I think that if you would manage to the bot- 
tom line, you might be able to bring about more productivity in a 
better-run service. 

And the ratemaking process, as somebody who sat on the Board 
for 8 years, I listened to David’s testimony at the end when he 
talked about rate increases. I agree with you, David. The problem 
is, under the present process, what we are confronted with consist- 
ently is a process that makes no sense; so, therefore, we are put 
into a box. We are put into this terrible box where we say, “If we 
raise rates, we will have a declining base of mail.” And you know 
what? We can’t raise rates for another few years because we don’t 
have any flexibility. Under those circumstances, it becomes a busi- 
ness that is just unmanageable. 

Mr. McHugh. George, you might want to say something about 
your need for flexibility on the regulatory side. 

Mr. Omas. Well, I think there can be some flexibility. In my 
opening statement, I mentioned that I totally agree with flexibility. 
However, the Postal Service should realize that it is a government 
entity. They are an operator, and as an operator they should have 
a certain amount of oversight, and that oversight was rec- 
ommended. It would be up to Congress to determine whether it is 
in the form of a regulatory board or whether Congress does that. 

But I think that serious thought should be given to the monopoly 
and to the universal service. Right now, the Postal Service defines 
both of those things, and the President’s Commission recommended 
that go under the regulatory board. It views the Postal Service as 
the operator and the regulator as the government entity to oversee 
those things and to make that decision. And I think it would be- 
hoove Congress in their legislation to give guidance to both the 
Postal Service and to the regulatory board or to whomever would 
regulate those entities. 

And just in one other comment, we get beaten up about the proc- 
ess, the process, the process, the process. Mr. Chairman, we follow 
the guides of the law, of Title 39, and as a result we try to do the 
best job we can. Since I have become chairman, I have tried to 
open up and work and to experiment within the guides of the law 
to give the Postal Service more flexibility in the form of negotiated 
service agreement classifications, and we have settled over 14 cases 
since my tenure. And I think that the process is broken to some 
degree, and it needs to be looked at, but right now we do work 
within the guides of the law. 

Mr. McHugh. Well, let me say, I have had a lot of conversation 
with David Fineman, with Jack Potter, a lot of people in the postal 
administrative level, and it has never been an issue of the PRC not 
doing its job. It is the process, it is the law. And that is one of the 
things we are looking to streamline. And by the way, I certainly 
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don’t want to see Congress as a direct regulator in the Postal Serv- 
ice. We got rid of that in 1970, and good riddance. 

Mr. Secretary, we really do have to go vote. I think it would he 
unfair of me to ask you to pick amongst your principles. If you 
want to do that when we get back, you know, load up the gun and 
put it to your head and — I will be happy to. But as I said, in fair- 
ness, I think the Commission and the administration did a good 
job, and we will stick by that. So having said that, I would ask 
your patience, and we will be back as soon as we get finished with 
this vote. We will stand in adjournment. 

[Recess.] 

Mrs. Blackburn [presiding]. We will be called back into order 
and reconvene. I will take the Chair’s spot until our chairman is 
able to return, and we thank you all for your patience. Of course, 
seeing that you are productive and viable and solvent is important 
to each and every one of us, and we appreciate your patience be- 
cause we all do have some questions that we would like to ask and 
some things that we would like to get on the record. So if I may — 
and it looks like I am the only Member to finish my votes. I guess 
that just goes to show, if you want it done right, ask a woman; get 
it done right the first time. 

Secretary Roseboro, I think I will begin with the questions that 
I had wanted to ask you. If the Postal Service is to operate as a 
self-sustaining commercial enterprise, which we have heard men- 
tioned repeatedly not only in the written testimony but the testi- 
mony delivered today, it needs — Mr. Fineman mentioned several 
times it needs to run like a business, we need to have it run like 
a business. Then — and everyone has mentioned flexibility and the 
importance of flexibility. What boundaries and flexibilities specifi- 
cally — and I am looking for specifics, not just generalities — but spe- 
cifically should be given to the Postal Service to deal with the prob- 
lems that you have, such as debt and deficits? And the reason I 
would like some specifics on this is because both in the written and 
the delivered testimony, there has been mention of the services de- 
livered charging at a rate enough to cover the cost so that you 
would be self-sustaining. So if you will talk a little bit about the 
boundaries and the flexibilities to deal with those issues. 

Mr. Roseboro. Yes, thank you. 

We feel, again, as that principle outlined — and this ties into 
Chairman McHugh’s question just before he left — what principle 
would we greatly endorse if we just had to choose one. Ensuring 
the self-financing principle of the Postal Service is critically impor- 
tant. And that would, in terms of specifics, actually dovetail well 
into what the previous panel members mentioned in terms of those 
specifics, which I would say the administration is in agreement 
with except for the disposition of the Civil Service Retirement Sys- 
tem military funding issue. 

More specifically, again, with regard to the flexibility to respond 
to the macroeconomic environment and have some flexibility, or 
greater flexibility, to respond in terms of rates, as Chairman 
Fineman articulated earlier, the difficulty in the long-term process 
of being able to foster rate increases as needed in response to 
events is a burden, a liability on the Postal Service. To have flexi- 
bility as well on the cost side in terms of managing technology im- 
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plementations, managing the development of the workforce as is di- 
rected toward the Postal Service’s business needs we think would 
be key criteria to meeting this principle of self-financing with re- 
gard to that. As well the bottom-line objective or mandate of the 
Postal Service of having to break even, also we would be supportive 
of a bit more flexibility in that regard, given the variable nature 
of year-to-year, of ups and downs in the business cycle or other sur- 
prising challenges that are met. For example, if the Postal Service 
could retain earnings in the eventuality of or to plan for negative 
swings would be a specific prescription that — or flexibility that we 
think should be considered. 

Mrs. Blackburn. Now, when you talk about having some of the 
flexibility, and specifically looking at technology implementation, 
have you developed a plan of what you would do? Do you have a 
long-range plan? Do you have a time line on implementation? Or 
at this point are you just in broad-brush thinking, putting it down, 
putting a plan together? Where are you on that? 

Mr. Roseboro. We feel it is just appropriate at this time for it 
to be a guiding principle for postal 

Mrs. Blackburn. But you have no specifics. 

Mr. Roseboro. No, we don’t think it would be appropriate for us 
to have specific prescriptions in that area or many of the other 
areas, specifically because that would be more micromanaging busi- 
ness, which the Postal Service is in a better position to implement 
as well as address. 

Mrs. Blackburn. OK. And if you continue to operate at a loss 
for the next several years, what would be the appropriate actions 
to remedy that problem? 

Mr. Roseboro. We don’t think there is any one action. Again, we 
would encourage flexibility on the revenue as well as cost side, a 
thorough analysis accounting in terms of product lines, activities of 
the Postal Service to make sure that all of those, the areas that it 
is involved in, are cost-effective and will serve its customers well. 

Mrs. Blackburn. So there are no specifics for how you would 
remedy that situation? 

Mr. Roseboro. No. We would rely on the Postal Service’s man- 
agement and its Board of Directors to address the specific drivers 
of those factors, that they analyzed them and managed them over 
the year, and would look to work with them as we do in terms of 
any borrowing needs they have through the Treasury directly, and 
working with Congress to address the other issues that they would 
need help with to remedy the specific problems that would arise 
driving the loss scenario which you described. 

Mrs. Blackburn. Thank you, sir. 

Chairman Fineman, I want to talk for just a moment about mail. 
You mentioned that — let’s see. Your volume, your first class vol- 
ume, was reduced by 3 billion pieces in 2003, and that first class 
mail is less than 50 percent of your total volume; and that overall 
your drop in first class mail last year was 3.2 percent, which re- 
sulted in a $1.2 million loss. Am I correct? 

Mr. Fineman. $3.2 million loss in that category mail. Is that 
what you are saying? 

Mrs. Blackburn. In that category. OK. And standard mail has 
increased by 3.6 percent. 
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Mr. Fineman. That’s correct. 

Mrs. Blackburn. OK. What I would like to know is if you — is 
this a recent or a long-term trend? And then as you look at dif- 
ferent revenue streams becoming more profitable, what are you all 
doing to maximize that, and where is your emphasis on growing 
those streams? 

Mr. Fineman. I am going to attempt an answer to your question, 
and I am going to ask the Postmaster General to comment on my 
answer afterwards, if that is OK with you. 

Mrs. Blackburn. Sure. 

Mr. Fineman. First of all, let me try to start with the recent and 
long-term effects. We began to see some of what we call diversion 
of first class mail sometime in early — around 2000 you started to 
envision that it was happening. We knew that it was happening 
within society. But to a large degree the model that we have was 
based upon there being continual increases in first class mail. So 
what was happening initially was that the increases 

Mrs. Blackburn. Excuse me just a moment. When was that 
model constructed? 

Mr. Fineman. 1970. 

Mrs. Blackburn. OK. 

Mr. Fineman. So what you began to see was that the increases 
were not the same as the increases had been previously. You no 
longer were having that same increase in first class mail. Remem- 
ber, at the same time that we are getting decreases in mail, the 
fact that really comes home to you is that we are increasing the 
number of addresses that we are going to have to deliver mail to. 
Leave aside what the burden is. One would think naturally that 
what would happen is that if you increase the number of addresses 
about 1.7 million a year, because you have new homes that are 
being built — I kind of use the analog, you know, somebody who 
played by the rules, sent all their Mds to college, and they had 
three children. You know, one of them moved to Las Vegas, one of 
them moved to Arizona, the other moved around the corner, and 
Mom and Dad still stayed there. 

Mrs. Blackburn. They are the lucky ones. Some of them come 
back home. 

Mr. Fineman. Right. But we have three new houses to deliver to, 
and we still deliver to Mom and Dad. So we increase the number 
of houses. You would think, well, then you are going to increase the 
volume of mail. But it didn’t happen that way. And we began to 
see clearly this decrease in 2002, you know, of 1 billion pieces and 
3 billion in 2003. And now the model is broken, and it is hard — 
if you read the President’s Commission and our internal studies, it 
is very hard to predict. You know, if we went from 1 billion to 3 
billion, does that mean that in 2006 we are going to be at 9 billion? 
I am not quite sure that that is the number. And why is it so im- 
portant? 

You know, when we construct the model — and the Postmaster 
General can comment upon this. But from our financial situation, 
first class mail is the largest contributor to overhead. So when you 
talked about we are increasing, the increase in standard mail, sure, 
the postperson who comes to deliver mail to your home is maybe 
delivering some more standard mail than they might have deliv- 
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ered previously, but they are delivering less first class mail, and 
there is less of a contribution for that. 

It is less — if we just talk about it in terms we would understand, 
we don’t make as much profit on it, we don’t do as well. Where are 
the opportunities? I mean — and that was the next question that 
you asked, I think. From our point of view as a board, we have 
asked management and management has made a big effort this 
year that what we want them to do is to increase the opportunities 
for revenue. We want to look at those opportunities within what is 
our business; not divert to e-commerce, not diversion to anything 
else, but within our business. We want to have postal people out 
on the street selling our product to small businesses. We want to 
increase the amount of marketing that we are doing within the ad- 
vertising community and to other communities, and we have made 
a big effort this year, and we have asked the Postmaster General 
to make this one of his priorities, which he has done. 

And I’d ask the Postmaster General if he had any comment 
about my answer to that question. 

Mr. Potter. Let me just add that we are facing a structural 
issue here. Historically, as homes grew and businesses grew, so too 
did mail. And right now, our possible deliveries, the amount of de- 
liveries we make, rises about 1.2, 1.3 percent a year. That’s 1.8 bil- 
lion deliveries, the equivalent of the size of the cities of Chicago 
and Baltimore. So we’re growing at that level every year. Mail vol- 
ume has not kept pace with that. If it were, we’d see a 1.2 percent 
growth in first class mail and in other classes of mail. 

Now the reason why first class mail has declined, there are a 
number of them. Right now we’re not sure how much the economic 
conditions have caused the reduction of first class mail. We know 
that jobs are down and we think that there’s a correlation between 
first class mail and people working. We also know that there’s a 
structural change where mail is moving to the Internet. In addition 
to that, our standard product has gotten much better and first 
class mail is about 18 percent advertising. And people have bought 
down from first class mail to standard mail as a result of the better 
performance that we’re giving it. So in a sense the service that 
we’re giving has hurt us a little. But that in a nutshell is the prob- 
lem that we have. 

Now, what we’re doing to try and offset that are a number of 
things. First, we’re very much focused on productivity, because if 
we don’t improve productivity our only recourse will be to raise 
rates, assuming that volume doesn’t grow. So our initial thrust has 
been to go after productivity to try and offset this increased infra- 
structure that we have to deliver to and we’re delivering less reve- 
nue over a broader infrastructure — a broader delivery base. In ad- 
dition to that, as the chairman said, we’re going after growth this 
year. We’re working with all of our customers to determine wheth- 
er or not the decline that we’ve seen is a result of truly a structural 
issue that we’ll never see the mail come back or whether there 
were other reasons why people aren’t mailing. And I think over the 
course of this year we’re going to learn a lot. 2001 and 2002, 2003 
were unique years. I think we’re starting to see the economy re- 
bound. We’re hopeful that mail will rebound with it and we are 
going to work hard to help mail rebound with the economy. 
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Mrs. Blackburn. OK. Now, if the Postal Service were limited 
only to first class and standard mail, then what effect would that 
have on your revenue and your infrastructure? 

Mr. Potter. First class and standard are about 90 percent of our 
revenue and obviously, therefore, the infrastructure wouldn’t 
change that much because we’d still be going to every door every 
day. Some of our plant operations might be modified. But the fact 
of the matter is the bulk of the infrastructure would stay just as 
it is. 

Mrs. Blackburn. So those two combined are 90 percent. I 
thought first class was 93 percent. So I guess that was an incorrect 
figure. 

Mr. Potter. First class mail is about half of our total volume 
and it’s about 65 percent of our revenue. 

Mrs. Blackburn. OK. All right. Chairman Fineman, again, let’s 
talk about labor costs. And your labor costs are 80 percent of your 
operating expenses, is that correct? 

Mr. Fineman. I think just about that. The Postmaster General 
whispered into my ear “78 percent.” I know we’ve always been in 
and around 80 percent for the last few years. It’s been decreased 
on a percentage basis, but about 80 percent. 

Mrs. Blackburn. And how does that compare to similar indus- 
tries in the private sector? 

Mr. Fineman. It’s difficult to answer that question because 
you’ve got to remember that we put it within a sector. You know, 
within — what sector would you compare us to? Would you compare 
us to some sort of service business or to other mailers who were 
doing other kinds of business? Similar to our business, that is, you 
know, UPS’s mainstay is packages or FedEx’s mainstay is 

Mrs. Blackburn. You choose the examples. I’d just like to know. 

Mr. Fineman. Right. I’d suspect our costs are higher on a basis 
percentage. But maybe the Postmaster General can answer that 
question with specifics. 

Mr. Potter. I don’t think there’s a comparable institution out 
there that you can compare us to. We have a mandate to go to 
every door 6 days a week. No one that I’m aware of has such a 
labor-intensive requirement. 

Mrs. Blackburn. OK. That is fair. I still think that there are 
some comparisons that could be drawn with other services that are 
within your industry sector as you look at what your labor costs 
are and consider what those are and what it means to your bottom 
line. 

Let’s see. General Potter, let me ask you, if I may, just one thing. 
On the integrated technology, how have you integrated technology 
into your operations as far as your productivity? You mentioned 
that was one of your focuses, so where are you with that? 

Mr. Potter. Where are we? Today 95 percent of all letter mail 
that comes into the Postal Service to be sorted is sorted on auto- 
mated equipment. Today about 80 to 85 percent of the mail that 
a carrier brings to a door is walk sequenced by a machine. It’s not 
sorted by a carrier. In fact it’s not touched by the carrier until they 
get on their route. We have the most modern and efficient postal 
service in the world. We’ve made capital investments in automated 
equipment throughout the years to modernize ourselves. We have 
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plans to continue along those lines that we’re going to share with 
this committee in our response for more detail on our capital plan. 
We do have areas of opportunity and we’re continuing to explore 
the notion of using capital to improve our productivity. We have 
never put a cap on expenditures when it comes to capital or auto- 
mated equipment that has a return on investment. And we con- 
tinue to make that our No. 1 priority when it comes to use of our 
capital resources. 

Mrs. Blackburn. And what percentage of your annual budget 
are you using on technology and equipment? 

Mr. Potter. We spend anywhere from $1 billion to $1V2 billion 
a year on automated equipment. 

Mrs. Blackburn. OK. 

Mr. Potter. And as a matter of fact, when it comes to computer 
technology, IT technology, the Postal Service has and will replace 
its entire infrastructure of — from PCs to servers throughout the 
Nation — we will have, I believe if we don’t already have, we will 
have a world class IT infrastructure. We do not minimize our in- 
vestment when it comes to IT. 

Mrs. Blackburn. So 85 percent of your operations have 
transitioned to bar code or optical reader sorting; is that correct? 
Is that what you said? 

Mr. Potter. That’s letter walk sequence and when it comes to 
oversize letter mail, flat mail, it’s above 90 as well. 

Mrs. Blackburn. OK. Excellent. And Chairman Fineman, you 
mentioned the business model and the old model was constructed 
for you in 1970. Who is working with you on constructing a new 
business model? Are you outsourcing that? Have you brought a con- 
sultant in, or who is advising on that? 

Mr. Fineman. The board and management has been working 
closely to try to come up with what would be a new business model, 
and I look at your counsel here, I would only say that we’ve worked 
closely with this committee for almost 8 years now to try to con- 
struct a model that’ll make some sense for the future. We’ve com- 
mented upon various pieces of legislation and have from time to 
time over the years submitted our own legislation, so we look for- 
ward to working with this committee to get legislation that we 
think can correct what is a deficient model that was constructed in 
1970. 

Mrs. Blackburn. OK. Mr. Walker, I always enjoy my conversa- 
tions with you. It’s always great and I guess — may I continue ques- 
tioning since no one else has shown up? And I did reserve my time. 
Wall have to remember that. I didn’t have an opening statement. 
If the Postal Service were subject to SEC reporting requirements, 
would they have sufficient financial transparency? 

Mr. Walker. No. They would need additional transparency in 
order to meet the SEC requirements. I will say that the Postal 
Service is making progress with regard to the transparency issue. 
They have done some things already. They’ve got some other plans 
in process right now. I would also say that one of the reasons that 
I didn’t say that transparency was one of the areas that would nec- 
essarily require legislation is because people can do what they be- 
lieve is the right thing without legislation and SEC registration. 
Specifically, the Board and management could decide that in sub- 
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stance they want to meet the SEC requirements and therefore 
wouldn’t require legislation. So that’s why it wasn’t one of my top 
three priorities. 

Mrs. Blackburn. What about FFMIA? 

Mr. Walker. I don’t believe that they would be totally compliant 
with that. As you know, they are focusing on the private sector 
model, and private sector entities aren’t subject to FFMIA, and 
therefore, there would be some gap there. 

Mrs. Blackburn. OK. How would — or can you target anything 
that would — any specific that financial transparency would do to 
help with their efficiency and their operations? 

Mr. Walker. Well, clearly we believe that they need to go to — 
you know the SEC requires quarterly reporting, fairly extensive re- 
porting with regard to not only financial results but also operating 
results and we think it’s important that comparable to SEC infor- 
mation reporting should occur. I think another area that I have 
testified on from time to time, where some additional progress has 
been made but we think additional progress is necessary, is the 
Postal Service’s significant retiree health obligations, which were 
estimated to be between $47 and $57 billion in current present 
value terms. 

Mrs. Blackburn. And one last question. What would be your as- 
sessment of the management structure that is in place at the Post- 
al Service? 

Mr. Walker. You mean how much management, the layers of 
management? 

Mrs. Blackburn. Correct. The layers, right. 

Mr. Walker. We have not done a separate, independent assess- 
ment of the management structure. Let me just say this. Madam 
Chair: I believe that the Postal Service needs to be subject to the 
same thing that much of the Federal Government needs to be sub- 
ject to, and that is what I’m going to refer to as a baseline review. 
The Postal Service is doing many good things and they’ve made a 
lot of progress in the last couple of years under the leadership of 
Chairman Fineman and Postmaster General Potter. But they face 
a major challenge; their business model is based upon the 1970’s. 
The world is fundamentally different. On my belt I have two of 
their competitors. I have little doubt in my mind that there are 
permanent structural changes that have occurred. Reasonable peo- 
ple can differ as to what the magnitude is and whether some 
things are just timing differences with regard to employment lev- 
els, etc., but I think they’re going to need to fundamentally reas- 
sess their infrastructure, their human capital policies and prac- 
tices, their rate-setting, and what the scope of their business ought 
to be. I mean, getting back to the core business, if you will, capital- 
izing on their inherent assets — which is the first mile and the last 
mile — capitalizing on what they can do to also generate additional 
revenue or cost-sharing dealing with their significant infrastruc- 
ture, I think there are real opportunities. But I think it’s a fun- 
damental review and reassessment, including the ratio of manage- 
ment to individual contributors, how many layers, how many lev- 
els. I think it all has to be reviewed and reconsidered. 
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Mrs. Blackburn. Thank you, sir. I see that our chairman has re- 
turned and I also know that Mr. Roseboro needs to be excused, that 
5 is the time that you need to depart. 

Mr. Roseboro. Yes, unfortunately. I have a prior commitment 
with some of your other colleagues on another issue, but any ques- 
tions that yourself or any other committee members have I’ll be 
glad to answer in writing back to the committee. 

Chairman Tom Davis. I had one burning question, Mr. Roseboro, 
for you that I just can’t resist. Are you related to John Roseboro? 

Mr. Roseboro. A distant cousin. 

Chairman Tom Davis. He was one of my favorites, so I couldn’t 
help but ask that question. The others I’ll write. 

Mr. Roseboro. Thank you. 

Mrs. Blackburn. Mr. Davis, would you like to be recognized for 
questions? 

Chairman Tom Davis. Thank you. Madam Chairwoman. I guess 
I’ve really got a whole bunch of them, but Mr. Postmaster General, 
in your testimony on page 6, you expressed concern over the Presi- 
dential Commission’s recommendations to limit the Postal Service 
to activities directly related to its core mission. You state that the 
Postal Service needs to maintain the flexibility to pursue appro- 
priate revenue streams in areas related to core businesses. Yet 
Chairman Fineman mentioned some difficulties the Postal Service 
has had such as in e-commerce. Could you elaborate on the type 
of flexibilities you have in mind when you 

Mr. Potter. Yes, Congressman. What I’ve observed around the 
world is that other Postal Services have the same challenges that 
the U.S. Postal Service has. And what they’ve done is, they’ve 
looked at their infrastructure to determine whether or not there 
were opportunities to take advantage of the infrastructure that 
they are trying to maintain. So, as an example in the retail arena, 
in other posts around the world, they use that retail service to offer 
banking access to communities that may not have a bank. And so 
when I talk about other services. I’m talking about within the 
structure of the facilities that we have to maintain. I’m not talking 
about becoming an e-commerce company. But the fact of the matter 
is, we have a lot of trucks and other folks have gone beyond mail 
and are using those trucks and moving into the whole area of logis- 
tics and moving freight. And I don’t think that going forward we’d 
want to preclude that the only thing that the Postal Service could 
do with its infrastructure would be to deliver, you know, a 1-ounce 
letter. And I think we should be open-minded about that going for- 
ward. 

Chairman Tom Davis. I attended — and this might be for each 
one of you because it can be fairly brief — I attended a union meet- 
ing a few weeks ago, and I thought I was at — well, I don’t know 
what I thought I was at because there was a tremendous amount 
of frustration displayed at that particular meeting in terms of fears 
that the individuals there were expressing about things that were 
already happening such as excessing. They were highly frustrated 
by that but also by the possibility that there may be serious clo- 
sures, that there may be a serious reduction in personnel, that 
there may be conditions changed from what they were accustomed 
to, that our definition of universal service may be restructured and 
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changed. How would you respond to those fears that are being ex- 
pressed, especially by individuals who work for the Postal Service? 

Mr. Potter. Well, Congressman, I hear those fears all the time. 
In fact, one of the reasons that we agreed to a contract well in ad- 
vance of contracts expiring with a couple of our major unions was 
in response to concerns of some of our employees regarding layoffs. 
And I, as a result of those contracts — those contracts contain no 
layoff clauses — I wanted to assure every one of our craft employees 
that there are no plans to lay off those employees. However, the 
fact of the matter is. Congressman, that mail volume is declining 
and mailers are changing the way they present mail to the Postal 
Service. When I began my career in the Postal Service, every piece 
of mail that left Washington, DC, and was bound for another part 
of the country was handed to the Postal Service. Today there are 
rates that allow people in Washington, DC, to truck their mail 
across the country and deposit it for a discount. All those folks that 
used to move the mail from one end of the country to the other are 
no longer needed because of the fact that there’s been a change, a 
behavioral change on the part of mailers. And again, it was in re- 
sponse to a discount, but they’ve changed their pattern of deposit 
of mail. 

What we’ve done is we’ve looked through this network and we’ve 
determined that there are people who are not as productive as we’d 
like them to be, and we do need to move them to more productive 
jobs. The security is that they won’t be laid off. They will have to 
move to where the work is. We can’t have unproductive people. And 
we’re trying to be as accommodating as we can and as considerate 
as we can about their individual needs, but we need to react to 
what’s going on around us. As far as I’m concerned, if you look at 
the long-term viability of the Postal Service and the security of 
these folks’ jobs, we need to react today and we need to react to- 
gether, working together to ensure that we don’t have a situation 
where rates could rise precipitously, as I said in my testimony, be- 
cause we don’t address those places where we’re not as productive 
as we could be. 

Now, the fact is, and I would share the concern of folks, we’ve 
dropped over 80,000 people in the last 5 years. Since 1999 we’ve 
dropped 80,000 career employees. We’ve done that in response to 
what’s gone on with the mail. We’ve done it as a result of invest- 
ments that we’ve made in technology and automated equipment. 
And as you can see, from everyone that’s talking here today, it 
doesn’t appear to be enough. So we need to continue to change. I 
think our employees understand that we need to change as society 
changes, as use of the mail changes, and again we’re trying to work 
with people, keep them informed and we want to assure them and 
have assured them through the contracts that we do not plan to 
lay them off. 

Chairman Tom Davis. Mr. Walker, do you have any ideas rel- 
ative to how long it might take the normal rate of attrition that’s 
being dealt with as well as the efficiencies that are being developed 
before we reach a point where there would in all likelihood have 
to be some serious postal changes? 

Mr. Walker. Well, I am not privy to all the detailed data the 
Postmaster General would have. I will say this from a conceptual 
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standpoint: change is inevitable. The fact of the matter is, if you 
look at the trends and challenges that face the Postal Service in 
the United States and what’s occurred over the last 40 years and 
what’s likely to occur in the future as we end up updating the busi- 
ness model, there are going to have to be changes in a variety of 
areas, including in the area of the work force. 

Now what the Postmaster General has tried to do is to tiy to 
avoid layoffs, and the way he’s done that is through the bargaining 
process. I would respectfully suggest, I personally am a strong be- 
liever in collective bargaining and to have the parties try to work 
these things out. The fact of the matter is that they do have shared 
interests to the extent that the parties can end up making sure 
that compensation is reasonable and competitive in the aggregate 
sense, to the extent that the parties can end up increasing flexibil- 
ity for work rules and utilization of the work force. That can help 
to minimize, delay and hopefully avoid in some cases any layoffs 
that might ultimately have to occur down the road. But I think the 
bottom line is that normal attrition can help you get to where you 
need to be, but you don’t necessarily have the amount of attrition 
at the time in the areas that you need in order to get the job done. 
And so that’s why you have to do a much more, I think, sophisti- 
cated work force planning effort to try to understand where are we, 
where we think we’re going to need to be, how we are going to get 
there, how much of it can come through normal attrition, how 
much can come through early outs or other types of mechanisms, 
and where might there be some other opportunities to redeploy the 
work force and still maintain employment opportunities at reason- 
able wages. 

Mr. Potter. If I could add, we have a great opportunity right 
now because today the Postal Service has over 120,000 employees 
who are eligible to retire. We have another 130,000 who will be eli- 
gible within the next 5 years. So there is an opportunity to make 
the kind of structural changes that we think might have to happen 
and do it through the collective bargaining process, do it in an em- 
ployee-friendly way. Now that doesn’t mean that we’re not going to 
change people’s schedules. We may ask them to, you know, drive 
down the road 5, 10 miles to be employed but they will be em- 
ployed and we are working through that process with the unions 
and with individual employees to deal with issues that people are 
going to have with change. 

Chairman Tom Davis. Well, thank you very much, Mr. Chair- 
man, and I thank you gentlemen. I’m going to have to leave in 
order to catch a flight tonight. But I would say that I really appre- 
ciate the candor of your testimony. I’m reminded of something that 
Lyndon Johnson used to say and that is speak truth to the people. 
There are no gains without some pain. And so it looks as though 
there’s going to be some pain. But we obviously want to make that 
pain as narrow as possible. 

So I thank you very much and I thank you, Mr. Chairman. 

Mr. McHugh [presiding]. I thank the distinguished gentleman, 
wish him a safe flight and, as always, greatly appreciate not just 
his participation but his leadership. 

First of all, I want to apologize to everyone for my tardiness in 
coming back. I had a must-do conference call with Senator Clinton. 
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We had an unexpected plant closure in my district and it was just 
unavoidable. I would have rather been here, trust me, given the 
topic of that call. As such, I was not privy to a lot of the give-and- 
take and the Q-and-A, but having had the opportunity to talk to 
most of you in the past, I suspect I note the tenor. 

I would just put in an editorial comment. Well, let me ask one 
question, because I hear some back-and-forth about parcel delivery, 
and that not being the core which is absolutely true of the Postal 
Service’s revenue stream, etc. And we’ve got a lot of great private 
parcel carriers in this country. Two particularly come immediately 
to mind. I’m not providing them free advertising time. I’ll just leave 
it at that. But as someone who lives in the rural part of the coun- 
try I place a particular value on that option for the folks that I rep- 
resent, because there are some higher cost alternatives, but the 
Postal Service is an important alternative to those. And did I un- 
derstand, Mr. Potter, you to say that in the immediate future you 
do see parcel delivery as part of your mission? I mean, after all you 
have a parcel delivery agreement, do you not, with one of those 
companies as we speak? 

Mr. Potter. I think parcel delivery is a core product of the Post- 
al Service. The questioning was along the lines of how much of 
your business is first class mail and standard mail and I answered 
those. And if the attempt was to try and minimize our commitment 
to parcels, certainly I wasn’t trying to portray that in my response. 
There are many Americans who rely on access to parcel services to 
put a parcel into the system, using our 38,000 outlets. We deliver 
to communities without a surcharge that others would surcharge. 
I think we provide a vital service to America when we deliver par- 
cels, and our intent is to make sure that we continue to do that 
well into the future. 

Mr. McHugh. Yes, sir. Mr. Chairman. 

Mr. Fineman. Congressman, can I just make one comment, 
which is, there’s no reason — and one of the things that the board 
has looked upon favorably, former Governor McWhorter, who was 
Governor McWhorter, the former Governor of Tennessee, I remem- 
ber him commenting upon this. He just left our board. There’s 
great opportunity here. There’s no reason why there has to be this 
friction. We deliver to the last mile, to every household, to all those 
rural areas that you represent. We are beginning to work with 
those that have been considered to be our competitors, beginning 
to work with them as they realize that we can do that in a fashion 
that they might not be able to. And therefore, it would cost the cus- 
tomer less money for them to deliver the packages to the Post Of- 
fice some place in your congressional district and let our letter car- 
rier deliver it the last mile rather than them having a truck that 
delivers one parcel to one little town in your area and another par- 
cel to another little town. That costs a lot of money. Our people are 
on the street all the time. So we look forward to working with 
them. There’s no reason we have to be antagonists. 

Mr. McHugh. Well, I wish you well in that, and certainly in the- 
ory that’s absolutely correct. I couldn’t agree more. You know, in 
fairness, there are some competitive issues, equitability and com- 
petitiveness, that need to be addressed. I mean they have the right 
to make a dollar and to make a lot of dollars and they have and 
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they should continue in the future. But I just wanted — because I 
kind of caught the back end of that conversation — I just wanted to 
make sure that the record showed what I thought was the case. 
And I appreciate that clarification. 

Anybody want to say anything? General Walker. 

Mr. Walker. Mr. Chairman, I think it is important that the Con- 
gress get as much done as quickly as possible. Earlier, there was 
a discussion about if you couldn’t do the whole enchilada this year, 
whatever that is, then what are the most critical elements? I think 
my comments were very consistent with Postmaster General Pot- 
ter’s and the others’ comments. But those are in fact essential, es- 
sential that those be addressed. It is desirable that more than that 
be addressed but those three elements I believe are essential. 

And on the issue of transparency, I think much can and should 
be done without legislation there and hopefully that’ll get the job 
done without legislation. That’s something we can always go back 
and revisit if for some reason people don’t voluntarily do what is 
arguably the reasonable and appropriate thing to do. 

Mr. Omas. I would like to concur with Mr. Walker that legisla- 
tion is definitely needed. However, I would like to take this oppor- 
tunity to commend Postmaster General Potter and Mr. Fineman for 
the cooperation that we have been able to pull together in the last 
year or so and I’d like to thank them. And I know the mailers and 
the stakeholders are appreciative. We have started programs 
whereby the Postal Service will brief us on new costing methods as 
well as the fact that the commissioners meet several times a year 
with the Board of Governors to discuss various issues. So we do 
need legislation, but we’re trying to work within the parameters, 
which we will endeavor to do until there’s legislation that changes 
that. 

Mr. McHugh. Well, I appreciate that, George, Mr. Chairman, 
and it is important and there are a lot of opportunities to have ev- 
eryone work more cooperatively together. And General Walker 
mentioned transparency and then the rate-setting process that, as 
you noted earlier, Mr. Omas, is a problem that you are dictated to 
in terms of the structure, the procedure, and we need to update 
that. I think — I’m a big believer that if we’re going to provide this 
flexibility then I think everyone in this room knows I believe in 
very, very strongly, but an empowered regulator of some sort, an 
overseer outside the Congress is equally important and subpoena 
power and such and such. So you know I am sure that those are 
things that we are going to be looking at. But the main objective 
at the end of the day is to have a Postal Service that continues to 
be what it has been for over 2 centuries, and that is the lifeblood 
of communication in this country for the foreseeable future, and 
that’s what we are going to do. And to that extent I want to thank 
all of you gentlemen. You’ve been terrific on this and leaders, and 
over 3 hours we’ll get you a couple more gold stars. 

So with that and our appreciation, we’ll adjourn the hearing 
until we reconvene in the windy city of Chicago next week. So y’all 
come. 

[Whereupon, at 5:20 p.m., the committee was adjourned.] 

[The prepared statements of Chairman Tom Davis and Hon. 
Candice S. Miller follow:] 
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OPENING STATEMENT 
CHAIRMAN TOM DAVIS 
GOVERNMENT REFORM COMMITTEE 
SPECIAL PANEL ON POSTAL REFORM & OVERSIGHT 
“ANSWERING THE ADMINISTRATION’S CALL FOR POSTAL REFORM” 

28 JANUARY 2004 

I would like to begin by thanking the Chairman of the Special Panel, John McHugh for 
conducting this series of hearings, and I would especially like to thank him for his 
leadership and vision on this important issue. Together with the Ranking Minority 
Member of the Committee, Henry Waxman, and the Ranking Minority Member of this 
Panel, Danny Davis, we intend to craft postal reform legislation that will allow the Postal 
Service to survive well into this century. 

Let there be no mistake, the survival of the Postal Service is what is at stake here. As Mr. 
McHugh pointed out, and as the witnesses here will testify, the Postal Service badly 
needs comprehensive reforms in order to continue to provide the service upon which all 
Americans - including the 9 million Americans employed in the postal industry or postal 
dependant business - rely. 

Mr. Chairman, the last time Congress passed comprehensive postal reform, many of the 
technologies we take for granted today - such as fax machines, email, and the World 
Wide Web - were the stuff of science fiction. But the threat of electronic diversion to the 
Postal Service’s ability to provide uniform service at uniform rates is very real today. 

First Class Mail volumes have been in decline for several years, and the only way the 
Postal Service can legally respond to declining volumes and revenues right now is by 
raising rates even further. As rates go up, even more volume leaves the system, 
contributing to what David Walker, who will be testifying this afternoon, has called a 
“death spiral.” If we do nothing, the Postal Service will be defunct before we know it. 

I believe the time is ripe for Congress to prevent this from happening. For the first time 
since the Nixon Administration, the White House has called for comprehensive postal 
reform. Our colleagues in the Senate are as committed as we are to preventing the Postal 
Service from melting down. We also have the guidance of the President’s Commission 
on the Postal Service, which did an extraordinary job in a very short amount of time. 

Last but not least, we can build on the nine years of hard work Chairman McHugh has 
devoted to this issue. I look forward to working with him and with our colleagues on the 
other side of the aisle as we confront this vital issue. 
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Tuesday, January 27, 2004 

Mr. Chairman, thank you for your leadership regarding reform of the United States 
Postal Service. As Members of Congress, we are presented with an opportunity to 
change the way the Postal Service does its business. Its current business model is 
not sufficient for the 2 1 ^ century, and Congress has not tackled substantial reform 
since 1970. Now is the time to act and I appreciate you, Mr. Chairman, for holding 
this hearing. 

I would also like to thank Chairman Davis of the full Committee for supporting the 
Special Panel on Postal Reform and Oversight. As Michigan’s Secretary of State 
for eight years, I reformed a large government agency. Among its various 
jurisdictions, the Department of State in Michigan is responsible for the licensing 
of drivers and vehicle registration. Upon taking office in 1995, the Department of 
State in Michigan was an antiquated agency, without even a fax machine in any of 
its 1 80 branch offices. Within a few years, the Office became a national model for 
its use of technology and its improved efficiency and cost-effectiveness. The 
office I directed was able to expand services even as budgets shrunk. 

Reform at the Federal level is much more extensive and difficult, but the 
challenges this Congress faces are strikingly similar to the challenges we faced in 
our State government. We had to develop a business model for the future; The 
status quo was no longer successful, and the reform initiatives of my office forced 
us to examine the way we did our business - across the board. Difficult decisions 
were made, but these decisions ensured tax dollars were spent wisely and 
effectively. 
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Tuesday, January 27, 2004 

Furthermore, I was committed to leaving our rural branch offices open. Much like 
the Postal Service, communities relied on local facilities; and simply closing 
offices that failed to make a profit was not an option. Local branch offices of 
Michigan’s Department of State were forced to redefine the way they do business 
so that citizens were not forced to drive several hours simply to renew their 
drivers’ licenses. In many communities, post offices act as the social epicenter - a 
meeting place where people discuss their lives and the hot topic of the day. To 
close a post office because a business case can not be made is unfair to rural 
citizens. The Postal Service must be granted flexibility to customize its delivery of 
services at a local level instead of relying on a business model that is over 30 years 
old. 

The Postal Service is one aspect of the Federal government with which nearly 
every citizen conducts business; and without a financially sound Postal Service, 
Americans face needlessly inflated postal rates. This amounts to nothing less than 
a tax brought on by government waste. 

The mailing industry accounts for 9 million jobs, 900 billion dollars in commerce 
and 9% of the United States gross domestic product. A needless increase in postal 
rates caused by the status quo would cost businesses hundreds of millions of 
dollars. The Postal Service must have greater flexibility, and enhanced oversight 
must be established so that postal rates are set at the right level. After all, the goal 
of postal reform is to guarantee the Service’s long-term financial viability. 
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Another important goal of postal reform should be enhanced transparency, which 
was one of the five priorities outlined by President Bush. Many Americans would 
be mystified to learn that uncovering details about the operations of the Postal 
Service are comparable to finding a needle in a haystack. Because the Postal 
Service is a government entity, information on its receipts and outlays should be 
publicly and easily available. There exists great waste at the regional and local 
levels within the post office, affirming the need for extensive oversight and 
enhanced transparency. There must be accountability, and proper oversight will 
help ensure the Postal Service is maximizing its resources. 

Mr. Chairman, for 8 years you have led reform efforts; and I hope this is the year 
something gets done. President Bush has provided his support, and the report of 
the President’s Commission on Postal Reform is a step in the right direction. I 
agree with many of its findings and conclusions and disagree with others, but the 
foundation has been laid. The Postal Service itself has done a very good job 
reducing costs, and I commend Mr. Fineman and Mr. Porter for their contributions. 
With Civil Service Retirement System Funding reform, we have begun the process 
of postal reform. Now is the time to finish the job. 

I want to thank all of the witnesses testifying today. I look forward to your 
testimony. 

Thank you. 
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THURSDAY, FEBRUARY 5, 2004 

House of Representatives, 

Special Panel on Postal Reform and Oversight, 

Committee on Government Reform, 

Washington, DC. 

The special panel met, pursuant to notice, at 12:56 a.m., in room 
2525, Dirksen Federal Courthouse, 219 South Dearborn Street, 
Chicago, IL, Hon. John M. McHugh (chairman of the special panel) 
presiding. 

Present: Representatives McHugh, Schrock and Davis. 

Staff present: Jack Callender, counsel; Brien Beattie, deputy 
clerk; Allyson Blandford, office manager; and Michael Layman, pro- 
fessional staff member. 

Mr. McHugh. Particularly because we have our first panel of es- 
teemed witnesses, no one would object if we gavel in a few minutes 
early. Two words, snow storm, four words, airplane. I know that is 
one word, but I think we want to make sure that we have the op- 
portunity, as much time as possible to hear from our distinguished 
panelists in a way that provides opportunity for those who may 
have other destinations this evening to make those. 

So first of all let me thank all of you in the audience and cer- 
tainly our presenters, our witnesses, for joining us. I should say 
particularly it is a thrill to be here once again in the hometown as 
I understand it, actually the home district, of our ranking member, 
my friend and partner in this thing called postal reform for a few 
years now. Congressman Danny Davis. Danny, thank you for your 
hospitality, sir. You have a nice place here, I have to say. 

The last time, as I mentioned, that I came to Chicago, was for 
a postal hearing as well. That was in October 1996. The subject of 
that was the, shall we say, less than optimal mail service that was 
being experienced in the city and now, nearly 7V2 years later, while 
we are here clearly to discuss the future of the Postal Service and 
where the Postal Service itself goes tomorrow and the day after, it 
is important to note that the mail service quality that we came to 
hear about those 7 plus years ago has dramatically, dramatically 
improved. And I do not think there is any question as to how that 
has happened. Certainly the main reason for those strides in mail 
service improvements are the hundreds and thousands of men and 
women who are represented by our witnesses here today. 

You can argue, as my opponents do every even numbered year, 
that I do not know much, but there is one thing I know for certain 
and certainly something that became clearly obvious to me coming 
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out of that first Chicago hearing. The key to universal service, the 
key to our universal and uniform pricing provisions for all Ameri- 
cans wherever they might live, the most important fact in America 
is enjoying the most affordable, reliable, service-oriented mail sys- 
tem found anywhere on the planet is the work of the professional 
postal employees and the facilities out on the routes stretching to 
every corner of every community in this great land. 

And as we undertake the effort to try to make necessary changes 
to the Nation’s postal laws, I certainly never do, and I hope none 
of us ever want to take for granted and never forget those that not 
only make the system work but understand too how important the 
mails are to every U.S. citizen. Even if every American, because of 
their busy schedules, really never gives much thought to that fact 
themselves, have never really had to, because the postal employees 
always have been there and I suspect, and it is a dangerous 
thought, in their minds that postal employees will always be there 
no matter what. And that is why we are here today, to ensure that 
happens, because without, in my opinion, some definitive actions 
soon that may not be the case. 

And I welcome — we have two esteemed panels of witnesses for 
this second in a series of three hearings entitled, “Answering the 
Administration’s Call for Postal Reform.” The presidents of all four 
postal unions and three management associations have made the 
journey here to Chicago. We are honored, gentlemen, by your effort 
to be here and your presence and your concerns. And I think it is 
important to stress the gravity of the matter that faces us today. 

The Postal Service is the focus, is the source, of nearly $900 bil- 
lion in industrial activity. We have talked a lot about economic de- 
velopment and economic activity. The Postal Service, $900 billion 
is what it represents and it employs 9 million workers nationwide, 
and it represents some 8 percent of the entire domestic product of 
the United States of America. That is an incredible figure — 8 per- 
cent — and in my opinion the Postal Service is in trouble and it re- 
quires reform legislation to prevent a meltdown. I believe there is 
a good reason why this is the first administration since Richard 
Nixon to call on Congress to modernize our postal laws. I remain 
hopeful as Congress did back in 1970 that we too and this panel 
and in this Congress will do so in 2004 and answer the President’s 
charge. 

And last week we heard from the Postal Service itself, we heard 
from the administration, we heard from the Rate Commission, we 
heard from the General Accounting Office [GAO]. And we heard 
that universal postal service is at risk and reform is needed to min- 
imize the danger of significant taxpayer bailout or dramatic postal 
rate increases. While Congress provided last year — and I think in 
a very important step — a bit of financial breathing room for the 
Postal Service when we reduced its payment for pension obliga- 
tions, the fundamental challenge, fundamental problem, remains 
unchanged and that is that the Postal Service’s current business 
model is not sustainable going into the 21st century. 

And last week at that hearing I mentioned, we heard the Postal 
Service still faces about a $90 billion obligation liability despite 
passage of the pension bill last year. Total mail volume declined for 
the third year in a row. It is a historical first for the Postal Service, 
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which has depended on larger mail volume year in and year out to 
help to cover the cost and cover rising costs and mitigate rate in- 
creases. First class mail volume declined by 3.2 percent in 2003, 
and it is projected to continue to decline for the foreseeable future. 
And this is particularly serious because first class mail revenues 
cover more than two thirds of the overhead cost of the U.S. Postal 
Service. And as GAO noted, the Postal Service’s revenues are budg- 
eted for zero, no growth, flat line growth in 2004. And should that 
happen, it would be the first time since postal reorganization in 
1970 that postal revenues had failed to increase. 

Those are just the highlights, some would understand we call 
them the low lights, of the problems which disturbingly go on and 
on. Changes in the mail mix, increased competition from private 
delivery companies, declining capital investment, insufficient in- 
creases in postal productivity, uncertain funding for emergency pre- 
paredness as we have seen in the past several days in Washington 
with now not anthrax but ricin poisoning possibly, maybe probably, 
in the mail. And major challenges continu to continued cost cut- 
ting. 

While the problems are dire, I think the administration’s prin- 
ciple for legislative changes show us a path, show us some solu- 
tions that can build on the now more than 8 years of this postal 
reform committee, and fortunately we have a strong bipartisan 
basis upon which to proceed, including the well-refined bill that 
Congressman Davis and I and Congressman Waxman, Congress- 
man Burton and Congressman Tom Davis helped put together in 
the last Congress. And the Postal Service is too important an insti- 
tution to our economy to await the full brunt of a crisis that is 
clearly upon our doorstep. And over the past 9 years, the structure 
of this oversight body has changed. We have been a full committee, 
a subcommittee, a special panel. But whatever you call us, our goal 
has remained constant: to try to address those issues that confront 
the postal employees today, and plan for timely action on those 
challenges that lie ahead. And there is no greater matter confront- 
ing the Service than the future of our Nation’s postal system. 

So, with that I would like to thank all of our witnesses for ap- 
pearing. I want to particularly appreciate Congressman Ed 
Schrock, the gentleman from Virginia, who made the long trip here 
to join us. Ed, good to see you. Obviously, through his mere pres- 
ence he shows his commitment and concern about this. And most 
of all, I would like to yield to, as I said, my partner in this process 
and someone who has been as devoted and some say as headstrong 
in this effort as I have. I mean that as a compliment, Danny. I am 
not sure everybody would but, Danny Davis. 

Mr. Davis. Thank you very much. You know, Mr. Chairman, no 
matter what the structure — I was thinking that you have been 
there whether it was a full committee, subcommittee or a special 
panel, you have been there leading the way, and I want to com- 
mend you for your steady, long, tedious attention to these matters 
and to these issues. And I also want to thank you and Congress- 
men Schrock for coming to Chicago. It is not everybody who would 
want to come to Chicago Eebruaiy 1st. It is indeed an inviting city, 
but it also has some characteristics — we have a lot of things to 
offer — Wrigley Eield, Soldier Eield, Marshall Eield, and we have 
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some wind that blows, but it is still Chicago and we are delighted 
that all of you are here. 

I also want to thank all of those who have come as witnesses to 
discuss issues concerning postal reform. I am pleased to welcome 
you and note that this is the second in a series of meetings to con- 
sider the need and prospect for postal reform. We began the 108th 
Congress on a very positive and productive note. We passed and 
subsequently enacted into law legislation correcting the calcula- 
tions of postal payments to the Civil Service Retirement System. 
As consumers and members of the postal mailing community know, 
this change in postal pension law allowed the Postal Service to re- 
duce its outstanding debt and hold postage rates steady until 2006. 
The Postal Service received a financial break and so did the public. 
As we begin the second session of the 108th Congress, obviously we 
have a great deal of additional work to do. 

First, because of the fact that we created an escrow account in 
the postal pension law, the Postal Service must provide us a work- 
able plan on its capital investments for our productivity gains and 
cost saving initiatives. I am pleased to note that the plan was de- 
livered a couple of days ago. As for postal reform efforts, we are 
now moving at a positive pace, picking up on a much more positive 
note than where we left off in the 107th Congress. Using Chairman 
McHugh’s Postal Reform Bill, H.R. 4970, as a starting point, we 
are working on establishing a strong foundation for reform. To 
date, our staffs have met with several postal stakeholders to solicit 
their recommendations for positive changes. In addition, the rec- 
ommendations submitted by the President’s Commission on the 
Postal Service in July 2003 and the administration’s principles for 
postal reform are critical to the process. I look forward to hearing 
the testimony from our outstanding labor unions represented in ad- 
dition to our witnesses’ thoughts on the Presidential Commission’s 
recommendations, and I look forward to hearing about whether we 
have done a good enough job in making sure that postal employees 
are safe from biological hazards like anthrax or ricin. 

Moreover, I am concerned with the issue of excesses. I am also 
pleased that both the House and Senate are fully engaged in the 
issue of postal reform. It is my hope that with continued bipartisan 
support and the leadership you have all demonstrated that we will 
obtain the goal of assuring that our postal system continues as an 
effective instrument, as an effective vehicle through which people 
in this country can continue to communicate. 

Mr. Chairman, again I thank you for coming to Chicago, I thank 
all of those who have been involved in getting us to this point, and 
look forward to the testimony of our witnesses. 

Mr. McHugh. Thank you very much, Danny. I cannot tell you 
how very much I appreciate the devotion you have brought to the 
subject. We have been up and down and around, and through it all 
the one constant has been you sitting there trying to do the right 
thing. And it is an admirable quality and I am proud to call you 
my partner in this. 

I would be delighted to yield now to a gentleman, as I said, who 
made a particular effort to be here today, a good friend of mine and 
a great American and a great Virginian, the gentleman from Vir- 
ginia, obviously, Mr. Schrock, Ed. 
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Mr. SCHROCK. Thank you, Mr. Chairman, thank you for holding 
this second hearing on the administration’s call for postal reform. 
Danny Davis said if I would be willing to come here he could guar- 
antee me some warm weather. But I guess I am going to have to 
come back for that. Two of my closest friends, both of whom were 
in my wedding, live in Naperville, my wife has an aunt and an 
uncle that live in the Chicago area. So, I do know you have good 
weather and I think I am going to have to come back for that. 

Thank you also to the witnesses for being with us today to pro- 
vide your organizations’ views on the Commission’s report and the 
next process and the next steps in the postal reform process. 

As we all know, tackling postal reform is no easy task. Every 
American is a stakeholder in the viability and future of the Postal 
Service and thousands of American companies rely on the Postal 
Service to do business. But the men and women at the Postal Serv- 
ice who provide the services that keep our mail moving are a valu- 
able commodity and I look forward to hearing from their represent- 
atives today. 

The President’s Commission focused a great deal in their report 
on right-sizing the Postal Service and its processes, including 
adopting a faster and simpler rate-setting process, consolidation 
and rationalization of the postal facility network, and developing 
an appropriately sized work force at all levels of the postal work 
force structure. After reading through your testimony, it is clear 
that you and your members do not agree with all the Commission’s 
recommendations, and I know that you and I will probably disagree 
on a number of their recommendations. But I think there is a great 
deal of room where we can work together to implement legislation 
that will benefit the future of the Postal Service, its employees, and 
the postal customers, and frankly, I would not have traveled here 
today if I did not think so. I could have been home in Virginia 
Beach where it is not much warmer, but a little bit warmer. So, 
I look forward to your testimony today and a healthy dialog about 
how we can ensure a positive and thriving future for our Postal 
Service. 

And again thank you. Congressmen Davis, for welcoming us 
here, and thank you, Mr. Chairman, for holding this second hear- 
ing. 

Mr. McHugh. Thank you, sir. In the interest of full disclosure 
I want to say two things: One, I came here for the good weather: 
my district borders Canada and 2 weeks ago it was 42 below zero; 
this is beach weather, I think Chicago is. Second of all, I think 
every politician has dreams and every politician has nightmares. 
My nightmare is when I wake up sitting where these gentlemen 
are in a Federal courthouse having to take an oath of office. So, it 
is good to be awake and the reason I say that is that these gentle- 
men know we now have to take an oath to actually begin the hear- 
ing as it is committee policy. If the gentlemen will rise, I will ad- 
minister the oath. Raise your right hands please. 

[Witnesses sworn.] 

Mr. McHugh. The record will show that all the witnesses re- 
sponded in the affirmative. We are not going to turn on the light 
yet, we are going to do that when we get to the questions and an- 
swers, which is, as I am sure most of you know, the 5-minute limit. 



130 


We have all of the written statements from hoth panels here today 
and, without objection, I would ask they all he entered into the 
record in their entirety. Hearing no objection, so ordered. 

Gentlemen, to the extent it is possible, we would ask you to sum- 
marize your comments, but however you choose to proceed we are 
very grateful for your presence here today; most importantly, grate- 
ful for your leadership and for the membership that you represent, 
who are, as I tried to indicate in my opening statement, some 
amazing people doing an incredible job. Thank you for your service, 
thank you for being here and we are very anxious to hear your 
comments. I imagine — oh, there it is. Thank you, Robert, we have 
to read them as they are written here. The first panel — and as I 
am quickly scanning I believe that it is going from my left to right, 
from the audience’s right to left — Mr. William Burrus, president of 
the American Postal Workers Union; good to see you. Mr. William 
Young, president of the National Association of Letter Carriers; 
thank you for being here. Mr. Dale Holton, who is president of the 
National Rural Letter Carriers Association, someone I am familiar 
with and his people. Mr. John Hegarty, who is national president. 
National Postal Mail Handlers Union; John, thank you. Gentlemen 
all. It makes sense to me that we begin with testimony as we pre- 
sented you, so with that. Bill, we would be anxious to hear your 
comments, sir, and welcome. 

STATEMENTS OF WILLIAM BURRUS, PRESIDENT OF AMER- 
ICAN POSTAL WORKERS UNION, AFL-CIO; WILLIAM H. 
YOUNG, PRESIDENT OF NATIONAL ASSOCIATION OF LETTER 
CARRIERS; DALE HOLTON, PRESIDENT OF NATIONAL RURAL 
LETTER CARRIERS ASSOCIATION; AND JOHN HEGARTY, NA- 
TIONAL PRESIDENT OF NATIONAL POSTAL MAIL HANDLERS 
UNION 

Mr. Burrus. Thank you, and good afternoon, Mr. Chairman and 
members of the special panel. Thank you for providing me this op- 
portunity to testify on behalf of the more than 300,000 members of 
the American Postal Workers Union. Arguably, the APWU is the 
largest single bargaining unit in the country, and we appreciate 
your foresight in addressing the structural weaknesses of the Post- 
al Reorganization Act as applied to conditions in the present and 
beyond. In response to the chairman’s request that we limit our re- 
marks to 5 minutes, I have abbreviated my oral testimony but ask 
that the full statement be entered into the record. 

This hearing is called to review the current state of postal serv- 
ices, and to consider legislative change to ensure its viability far 
into the future. Over the past 3 years, mail volume has declined, 
and there is concern over the future of first class mail. The gen- 
erally accepted view is that the expanded use of technology has 
been and will be at the expense of hard-copy communications. Our 
union shares the concern of the mailing community, but we caution 
against drawing firm conclusions based upon the experiences of the 
past 3 years. 

But, whether mail volume increases or decreases, the need for a 
viable Postal Service will continue. Despite the effects of Internet 
communications, facsimile machines, and the telephone, the unify- 
ing role of the Postal Service will be critical. But while others are 
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absolutely certain of the future, I offer a note of caution. At this 
time, the facts simply do not support a conclusion that the Postal 
Service is in a death spiral. 

We must remember that postal volume was affected by several 
national events. The first was the terrorist attacks of September 
11, followed by the anthrax attack that took the lives of two postal 
workers, members of my union. The combined effects of the Sep- 
tember 11 and anthrax attacks were superimposed over the reces- 
sion that began in early 2001, and from which we are only now ex- 
periencing a relatively weak and inconsistent recovery. If one were 
to extract the impact of technological diversion, these events stand- 
ing alone would have had a serious impact on postal volume. There 
are positive signs. The Postal Service recently reported that mail 
volume during the 2003 holiday mailing season increased sharply 
over the previous year, resulting in the highest volume period in 
the history of the Postal Service. Are we to believe that techno- 
logical impact took a holiday this Christmas season, or are other 
factors at work? 

I wish to make an important point on the subject of future mail 
volume and the impact on the Postal Service’s ability to provide 
universal service. It is not the business model that determines the 
relative contributions to overhead cost of first class mail as com- 
pared to standard mail. As first class mail grows or declines, the 
question of dividing institutional costs among all classes of mail 
will remain. At present, it takes approximately three pieces of 
standard mail to make up for one piece of first class mail. This dis- 
tribution of costs is a rate-setting decision that will be unresolved 
by postal reform. 

In your invitation to testify today, you asked that I pay particu- 
lar attention to the five principles outlined by the administration, 
and I will. Clearly, there is a consensus that the Postal Service per- 
forms a vital public service, and that it must be preserved and 
maintained. However, it is difficult to tell from the five principles 
what specifically the administration supports. Our union supports 
the broad principles of the administration, but as they say, the 
devil is in the details. We have some very strongly held views 
about how the principles must be carried out, and we are aware 
that others believe that these same principles justify changes 
which we adamantly oppose. 

The first principle stated by the administration is that we 
should, “Implement best practices that ensure that the Postal Serv- 
ice governing body is equipped to meet the responsibilities and ob- 
jectives of an enterprise of its size and scope.” We find little to dis- 
agree with the direction to implement best practices in managing 
and operating the Postal Service. Many private and public entities 
have adopted practices that should be considered by the Postal 
Service, while taking into account the unique role of this govern- 
ment entity and its role in binding our Nation together. 

The relevant question is, what are the best practices that should 
be adopted to preserve and protect the Postal Service? Some who 
propose what they call best practices have advocated regressive 
labor policies that would roll back the clock to 1970. The report of 
the Presidential Commission includes a number of such rec- 
ommendations, which we adamantly oppose. 
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It is completely inconsistent and totally unacceptable for the 
Commission to espouse a commitment to collective bargaining 
while simultaneously recommending that postal compensation be 
dictated by an appointed board. The Commission seems to believe 
that postal workers are fools. The following disingenuous platitudes 
appear in the report: “Plans for modernizing the Nation’s postal 
network must effectively utilize the Postal Service’s most valuable 
asset, it employees.” “Essential to this process is the ability of man- 
agement and labor to work constructively together.” “First and 
foremost, the Postal Service management must repair its strained 
relationship with its employees.” 

Those are fine statements but in contrast to those statements, 
the Commission’s specific recommendations are an invitation to 
open conflict with postal employees. The report paid lip service to 
the importance of good labor relations, while making recommenda- 
tions that would ensure labor conflict. 

The Commission also urged Congress to consider removing postal 
employees from Federal retirement and retiree health care plans. 
This would be a diametric departure from appropriate public pol- 
icy. We categorically reject the contention that it would be appro- 
priate for postal employees, now or in the future, to be paid fringe 
benefits that are less than those provided to other Federal employ- 
ees. In recent years, postal workers have repeatedly stood on the 
front line of homeland security. When hired, they must submit to 
background checks and fingerprinting, and they are administered 
a Federal oath of office. It would be an insult to their courage and 
dedication to suggest that they should be afforded anything less 
than Federal status. Health benefits, whether for active workers 
and their families, or people injured on the job, or retirees and 
their families, are very powerful and emotional issues. It would be 
a callous act to reduce the health benefits of postal workers injured 
by anthrax, to reduce their injury compensation benefits, or to re- 
duce the benefits of the widows of the workers killed by anthrax. 

The administration also has endorsed the principle of trans- 
parency, “Ensure that the important factual information on the 
Postal Service’s product cost and performance is accurately meas- 
ured and made available to the public in a timely manner.” In a 
democracy, government agencies have a fundamental obligation to 
function with the consent of the government, which could only be 
achieved through the public sharing of information. However, 
transparency cannot be used to place the Postal Service at a com- 
petitive disadvantage. Postal competitors must not be permitted to 
use transparency as a means of competing unfairly or unduly influ- 
encing decisions that are central to a healthy and effective Postal 
Service. 

The third principle endorsed by the administration is flexibility, 
“Ensure that the Postal Service’s governing body and management 
have the authority to reduce costs, set rates and adjust key aspects 
of its business in order to meet its obligations to customers in a dy- 
namic marketplace.” We believe that barriers that prevent the 
Postal Service from adjusting to the marketplace should be re- 
viewed and adjusted accordingly. To permit the Postal Service to 
grow in the future, we support flexible rate setting, giving postal 
management the authority to design and introduce new products 
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and freedom to borrow, invest, and retain earnings. In the area of 
work force flexibility, however, we urge Congress to be extremely 
careful about imposing its judgment on postal management and the 
unions. 

The fourth principle is accountability, “Ensure that a Postal 
Service operating with greater flexibility has appropriate independ- 
ent oversight to protect consumer welfare and universal mail serv- 
ice.” No one will quarrel with the suggestion that there should be 
an appropriate independent oversight of the Postal Service. We ex- 
pect that there will be many disagreements, however, over what 
type of oversight is appropriate. We have serious reservations 
about the creation of a postal regulatory board with broader power 
than the present rate commission. In our view the Board of Gov- 
ernors should be strengthened and made more effective in its man- 
agement oversight, and importantly, the consumer advocate should 
be afforded appropriate independence. If rate-setting is made more 
flexible, as we think it must be, certainly there must be an appro- 
priate watchdog agency where interested parties can take com- 
plaints about alleged abuse or violations of the law. Employees are 
and have always b^een held accountable for their actions. 

The fifth principle is self-financing, “Ensure that a Postal Service 
operating with greater flexibility is financially self-sufficient, cover- 
ing all its obligations.” For the past 33 years, the Postal Service 
has been a powerful financial engine that has more than sustained 
itself through times of enormous growth and change. During the 
1980’s and early 1990’s, Congress imposed billions of dollars of cost 
on the Postal Service that had no relation to its operations. This 
cannot be repeated. 

We are informed that the Office of Personnel Management is now 
seeking to impose an $86 billion liability on the Postal Service for 
retirement benefits for workers with Federal service credits. This 
act is inconsistent with the administration’s statement of broad 
support for postal reform. The same can be said of seeking to shift 
the cost of military retirees or forcing the Postal Service to escrow 
the funds it has overpaid to the GSRS fund. Using the Postal Serv- 
ice as a cash cow to help reduce the Federal deficit is a luxury the 
American ratepayer can no longer afford. 

This brings me to what I consider a most important point for the 
Congress to understand about Postal Service financial self-suffi- 
ciency. The Postal Service is currently giving away hundreds of 
millions of dollars every year in the form of excessive worksharing 
discounts. Postal data show that discounts provided to major mail- 
ers exceed the cost avoided by the Postal Service. It is not possible 
to create a business model for a healthy Postal Service if the rate- 
setting process continues to hemorrhage hundreds of millions of 
dollars a year. 

There are a number of discounts that should be reduced to bring 
them into line with costs avoided. These include: First class non- 
automation pre-sort discounts; standard A three to five digit pre- 
sort discount; standard A automation discounts; and first class au- 
tomation discounts. 

This problem was tacitly acknowledged by the Presidential Com- 
mission in its recommendation that all future discounts be limited 
to the costs avoided. That is simply not good enough. That horse 
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has left the barn and we need to get it back to preserve universal 
service in the public interest. 

Some interested parties, when confronted with the fact that dis- 
counts cannot be justified, have responded by calling for bottom up 
pricing. This radical concept, which purports to establish a system 
whereby mailers pay only for the service they use, would actually 
relieve the largest mailers of any responsibility for the cost of 
maintaining a universal system. It would almost certainly result in 
surcharges for services to rural communities and low volume post 
offices. Such a structure would be tantamount to proposing that 
public education be funded only by those who have children in 
school. 

In conclusion, the American Postal Workers Union supports the 
broad principles of the administration, but we reserve our position 
on the details. We also wish to emphasize the importance of ad- 
dressing the most immediate concerns. For long term financial sol- 
vency, the Postal Service must be relieved of the burden of paying 
for military retirement and must be permitted to make appropriate 
use of the savings from the recalculation of its CSRS contributions. 
In addition, OPM’s effort to shift Federal service retirement costs 
to the Postal Service must be addressed. This adds up to $27 bil- 
lion for military retirees, $10 billion for the escrow account, and 
$86 billion in the Federal service retirement costs. In applying the 
principles supported by the administration we trust that these 
issues will receive favorable consideration. Because if the objective 
is to stabilize the Postal Service and secure its future this is where 
the process must begin. 

Thank you, Mr. Chairman, and thank you once again for the op- 
portunity to present testimony today, and I will be pleased to an- 
swer questions after my colleagues have their opportunity to make 
their remarks. 

Mr. McHugh. Thank you. President Burrus, appreciate your in- 
sights and your thoughts. 

Next, Mr. William Young who is president of the National Asso- 
ciation of Letter Carriers. Bill. 

[The prepared statement of Mr. Burrus follows:] 
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Good afternoon, Mr. Chairman and members of the Special Panel. Thank you 
for providing me this opportunity to testify on behalf of more than 300,000 members of 
the American Postal Workers Union. The APWU is the largest single bargaining unit in 
the country, and we appreciate your foresight in addressing the structural weaknesses 
of the Postal Reorganization Act as applied to conditions in the present and beyond. 

This hearing is called to review the current state of postal services, and to 
consider legislative changes to ensure its viability far into the future. Over the past 
three years, mail volume has declined, and there is concern over the future of first-class 
mail. The generally accepted view is that the expanded use of technology has been 
and will be at the expense of hard-copy communications. Our union shares the 
concerns of the mailing community, but we caution against drawing finn conclusions 
based upon the experience of the past three years. 

Whether mail volume increases or decreases, the need for a viable Postal 
Service will be important to our country. Despite the effects of Internet communications, 
facsimile machines, and the telephone, the unifying role of the Postal Service is still 
critical. 

A study released in 2003 by the Pew Internet and American Life Project 
concluded that 42 percent of Americans do not use the Internet. Sixty-two percent 
(62%) of Americans with disabilities do not use the Internet; racial and ethnic minorities, 
the elderly, and less well-educated Americans are also less likely to use the Internet. If 
the Postal Service were not available, the deepening divide between the well-off and the 
not-so-well-off would be much worse. Millions of Americans still rely on the Postal 
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Service, because they must. For these Americans, there is no alternative to affordable 
universal service. 

And companies both large and small that are not tied to the mailing industry rely 
on the Postal Service to conduct business. Their interest in a stable, reliable postal 
network that provides universal service at uniform rates cannot be overlooked. 

We must be assured that postal services continue to be available, no matter the 
outcome of the possible shift in communications. Therefore, the American Postal 
Workers Union supports changes to the Postal Reorganization Act that will strengthen 
the Postal Service. Before discussing those changes further, however, I want to pause 
to observe that we do not share the view that there is necessarily a major crisis in this 
industry. 

While others are absolutely certain of the future, I offer a note of caution. At this 
time, the facts simply do not support a conclusion that the Postal Service is in a death 
spiral. 

We must remember that postal volume was affected by several national events. 
The first was, of course, the terrorist attacks of 9/1 1 . That was followed by the anthrax 
attack that took the lives of two postal workers. 

The combined effects of the 9/1 1 and anthrax attacks were superimposed over 
the recession that began in early 2001, and from which we are only now experiencing a 
relatively weak and inconsistent recovery. If one were to extract the impact of 
technological diversion, these events still would have had a serious impact on postal 
volume. 
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There are positive signs. The Postal Service recently reported that mail volume 
during the 2003 holiday mailing season increased sharply over the previous year, 
resulting in the highest volume period in the history of the Postal Service. Are we to 
believe that technological impact took a holiday this Christmas season, or are other 
factors at work? 

As you are aware, Congressional action to limit telephone solicitations, along 
with a renewed concern over e-mail spam are having a positive impact on hard-copy 
advertising, and are expected to lead to increased mail volume. It is simply too early to 
make definitive projections on the future of hard-copy communications. 

While e-mail and the Internet are increasingly used as communication tools, the 
expansion of technology is not new. The telegraph and the telephone, for example, 
were equally progressive at the time of their development. So we must be careful not to 
assume too much about the impact of today’s new technologies on hard-copy 
communications. 

And I wish to make an important point on the subject of future mail volume and 
the impact on the USPS ability to provide universal service. The current business 
model is not responsible for the relative contribution level of first-class compared to 
standard mail. Even if first-class mail continues to grow, despite the inroads of 
technology, the question of dividing institutional costs among all classes of mail will 
remain. At present, it takes approximately three new pieces of standard mail to make 
up for the loss of one piece of first-class mail. This distribution of cost is a political 
decision that will be unresolved by postal reform. So, even with robust mail growth far 
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into the future, postal rate setters must revisit the distribution of cost, with or without 
postal reform. 

In your invitation to testify today, you asked that I pay particular attention to the 
five principles outlined by the Administration, which expressed its general support for 
the recommendations of the President’s Commission. 

Clearly, there is a consensus that the U.S. Postal Service perfonns a vital public 
service, and that it must be preserved and maintained. Beyond that, however, it is 
difficult to tell from the five principles what, specifically, the Administration supports. 

The American Postal Workers Union also supports the broad principles stated by the 
Administration; but the Devil, as they say, is in the details. 

We have some very strongly-held views about how the principles supported by 
the Administration must be earned out. and we are aware that others believe that these 
same principles justify changes which we adamantly oppose. 

The first principle stated by the Administration is that we should: 

Implement Best Practices . Ensure that the Postal Service’s governing body is 

equipped to meet the responsibilities and objectives of an enterprise of its size 

and scope. 

We find little to disagree with in the direction to implement best practices in 
managing and operating the Postal Service. Many private and public entities have 
adopted practices that should be considered by the Postal Service, while taking Into 
account the unique role of this government entity and its role in binding the nation 
together. 
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The relevant question is. What are the best practices that should be adopted to 
preserve and protect the Postal Service? 

Some who propose what they call “best practices" have advocated regressive 
labor policies that would roll back the clock to 1970. The Report of the Presidential 
Commission on the Postal Service includes a number of such recommendations, which 
we adamantly oppose. 

The Report repeatedly states that the Commission supports the right of postal 
workers to engage in collective bargaining. Nevertheless, it recommends the 
establishment of a three-member Postal Regulatory Board, appointed by the President, 
which would have the authority to set the compensation of postal employees. 

It is completely inconsistent, and totally unacceptable, for the Commission to 
espouse a commitment to collective bargaining while simultaneously recommending 
that postal compensation be dictated by an appointed board, separate and apart from 
the collective bargaining process. 

The Commission seems to believe that postal workers are fools. The following 
disingenuous platitudes appear in the Commission's Report: 

“...plans for modernizing the nation’s postal network.. .must effectively utilize the 
Postal Service's most valuable asset - its employees.” 

“Essential to this process is the ability of management and labor to work 

constructively together to determine the right size of the postal workforce 
and to ensure appropriate flexibilities in its deployment. This is the critical 
issue when it comes to controlling the future costs and capabilities of the 
workforce. Far more than individual benefits, the size of the workforce 
determines the costs of the workforce.” 

“First and foremost. Postal Service management must repair its strained 
relationship with its employees.” 
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In contrast to these statements, the Commission’s specific recommendations are 
an invitation to open conflict with postal employees. The Report paid lip service to the 
importance of good labor relations, while making recommendations that would ensure 
labor conflict. 

The Commission’s recommendations to change the collective bargaining process 
are unwise and would be counterproductive. Current law permits the parties maximum 
flexibility in their efforts to resolve their differences. The system has stood the test of 
time. It has resulted in labor costs that have tracked the increase in the Consumer 
Price Index and the Employment Cost Index since 1984. Those who criticize this record 
are, in effect, asking postal workers to take a cut in real wages. Needless to say, that is 
unacceptable. 

The Commission also urged Congress to consider removing postal employees 
from federal retirement and retiree healthcare plans. This would be a diametrical 
departure from appropriate public policy. We categorically reject the contention that it 
would be appropriate for postal employees, now or in the future, to be paid fringe 
benefits that are less than those provided to other federal employees. 

In recent years, postal workers have repeatedly stood on the front lines of 
homeland security; when hired they must submit to background checks and 
fingerprinting, and they are administered a federal oath of office. It would be an insult to 
their courage and dedication to suggest they should be afforded something less than 
federal status. 

The same is true of workers’ compensation benefits. These minimum benefits 
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are not negotiable, nor should they be. It would be indecent for the Postal Service to 
seek to impose substandard retirement benefits, retiree health benefits, or workers 
compensation benefits on postal employees. 

In this debate over the cost of health benefits, forgotten is the fact that rising 
healthcare costs are due in part to a large number of uninsured or underinsured 
Americans. This is not a failure of bargaining, but an important public policy problem 
that cannot be solved by shifting costs from employers to employees or retirees. 

Health benefits, whether for active workers and their families, for people who 
have been injured on the job, or for retirees and their families, are a very powerful and 
emotional issue. It would be a callous act to reduce the health benefits of postal 
workers injured by anthrax; to reduce their injury compensation benefits, or to reduce 
the benefits of the widows of the workers killed by exposure to anthrax. 

The Administration also has endorsed the principle of: 

Transparency . Insure that important factual information on the Postal Service’s 
product costs and performance is accurately measured and made available to 
the public in a timely manner. 

In a democracy, government agencies have a fundamental obligation to function 
with the consent of the governed, which can only be achieved through the public 
sharing of information. However, transparency cannot be used to place the Postal 
Service at a competitive disadvantage. Postal competitors must not be permitted to use 
transparency as a means of competing unfairly or unduly influencing decisions that are 
central to a healthy and effective Postal Service. 

We are aware that UPS and other postal competitors claim an ability to attribute 
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or allocate virtually all of their costs, whereas the Postal Service does not do this. We, 
too, have an interest in this issue, because we believe that accurate cost attribution 
would further demonstrate that worksharing discounts are too large. On the other hand, 
there are significant differences between the Postal Service and its competitors, the 
most important being the commitment to universal service. Those who advocate 
“bottom-up” pricing of postal services may seek to use further cost allocation to support 
their efforts to cut their own postal rates. Our concern is that transparency must be 
used in the public interest, which is to say in the interest of strengthening the Postal 
Service. 

The third principle endorsed by the Administration is: 

Flexibility . Ensure that the Postal Service’s governing body and management 
have the authority to reduce costs, set rates and adjust key aspects of its 
business in order to meet its obligations to customers in a dynamic marketplace. 

We believe that barriers that prevent the Postal Service from adjusting to the 

marketplace should be reviewed and adjusted accordingly. To permit the Postal 

Service to grow in the future, we support: flexible rate-setting; giving postal 

management the authority to design and introduce new products; and giving 

management the freedom to borrow, invest, and retain earnings. 

In the area of workforce flexibility, however, we urge Congress to be extremely 

careful about imposing its judgment on postal management and the unions. While all of 

the labor unions and management associations have negotiated contractual terms 

governing the movement of employees, there are no contractual prohibitions on the 
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expeditious movement of employees between assignments to accomplish the primary 
task of processing mail expeditiously. These procedures have been hammered out by 
the parties over the past 100 years. In recent years, these provisions have not been 
the subject of recommendations for change. Who is in a better position to determine 
the appropriate balance between management flexibility and the needs of workers than 
the parties themselves? 

The fourth principle endorsed by the Administration is; 

Accountability. Ensure that a Postal Service operating with greater flexibiiity 

has appropriate independent oversight to protect consumer welfare and universal 

mall service. 

No one will quarrel with the suggestion that there should be appropriate 
independent oversight over the Postal Service. We expect there will be many 
disagreements, however, about what type of oversight is appropriate. We have serious 
reservations about the creation of any Postal Regulatory Board with broader powers 
than the present Postal Rate Commission. In our view, the Board of Governors of the 
Postal Service should be strengthened and made more effective in its management 
oversight, and the Consumer Advocate should be afforded appropriate independence. 

If rate-setting is made more flexible, as we think it must be, certainly there must 
be an appropriate watchdog agency where interested parties can take complaints about 
alleged abuse or violations of law. 

Employees are and have always been held accountable for their actions. The 
Postal Service disciplines employees at a higher rate than most other employers. The 
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American Postal Workers Union vigorously defends the rights of employees, and when 
action is taken against an employee that does not meet the “just cause" standard, we 
apply all of our resources to their defense. 

Employees and the union expect rules to be reasonable and just, administered 
consistently and fairly. 

Similar standards of accountability are not applied to managerial decisions, 
however, and too often employees witness the most serious abusers being rewarded. 
Over a five-year period, I have asked the Postal Service to look into specific examples 
of abusive employment practices, but they have failed to do so. This is an area where 
accountability of management needs to be strengthened. 

The fifth principle endorsed by the Administration is: 

Self-Financing . Ensure that a Postal Service operating with greater flexibility is 

financially self-sufficient, covering all its obligations. 

For the past 33 years, the Postal Service has been a powerful financial engine 
that has more than sustained itself through times of enormous growth and change. 
During the 1980s and early 1990s, Congress imposed billions of dollars of costs on the 
Postal Service that had no relation to its operations. The Postal Service withstood 
those challenges and prospered. 

We understand that the U.S, Office of Personnel Management (OPM) is now 
seeking to impose an $86 billion liability on the Postal Service for retirement benefits for 
postal workers with federal service credits. Speaking frankly, it seems to us that this 
action is inconsistent with the Administration’s statement of broad support for postal 
reform. 
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The same could be said of seeking to shift the cost of military retirees, or forcing 
the Postal Service to “escrow” the funds it has overpaid to the CSRS fund. Using the 
Postal Service as a cash cow to help reduce the federal deficit is a luxury the American 
people can no longer afford. The Postal Service is still a very strong, viable institution, 
but it has its own problems and it should not be asked to shoulder the financial burdens 
of the federal government. Nor should postal rate-payers assume costs that should be 
paid by the taxpayer. 


Worksharing Discounts 

This brings me to what we consider a most important point for the Congress to 
understand about Postal Service financial self-sufficiency. The Postal Service is 
currently giving away hundreds of millions of dollars every year in form of excessive 
worksharing discounts. 

Earlier, I spoke about Postal Service “best practices." We think a critical best 
practice that should be adopted is the proper pricing of postal products to ensure 
financial stability. 

The Postal Service’s own data show that discounts provided to major mailers 
exceed the costs avoided by the Postal Service These excessive discounts cost the 
Postal Service hundreds of millions of dollars in lost revenue every year. It is not 
possible to create a business model for a healthy Postal Service far into the future if the 
rate-setting process continues to hemorrhage hundreds of millions of dollars. Put 
simply, you cannot break even if you continue to give away hundreds of millions of 
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dollars in revenue each and every year. 

There are a number of discounts that should be reduced to bring them into line 
with costs avoided. These include: 

• First-Class non-automation pre-sort discounts; 

• Standard A three/five-digit pre-sort discounts; 

• Standard A automation discounts; and, 

• First-Class automation discounts. 

This problem was tacitly acknowledged by the Presidential Commission in its 
recommendation that all future discounts be limited to the costs avoided. This is simply 
not good enough. That horse has left the bam and we need to get it back to preserve 
universal service in the public interest. 

Some interested parties, when confronted with the fact that discounts cannot be 
justified, have responded by calling for “bottom-up pricing.’’ This radical concept, which 
purports to establish a system whereby mailers pay only for the services they use, 
would actually relieve the largest mailers of any responsibility for the costs of 
maintaining a universal system. It would almost certainly result in surcharges for service 
to rural communities and low-volume post offices. 

Such a structure would be tantamount to proposing that public education be 
funded only by those who have children in school. The proponents of this radical 
approach - those who profit from the universal service network - are eager to avoid 
paying for it. A self-interested proposal like this is a natural and predictable position for 
any profit-motivated industry to take, but it cannot form a basis for public policy. 


12 



148 


Ultimately, bottom-up pricing would destroy the Postal Service's financial self-sufficiency 
and require Congress to make a choice between public subsidies or the abandonment 
of universal service. 

Conclusion 

In conclusion, the American Postal Workers Union supports the broad principles 
of the Administration, but we reserve our position on the details. We also wish to 
emphasize the importance of addressing the most immediate concerns. For long-term 
financial solvency, the Postal Service must be relieved of the burden of paying for 
military retirement, and must be permitted to make appropriate use of the savings from 
the re-calculation of its CSRS contributions. In addition, OPM’s effort to shift federal 
service retirement costs to the Postal Service must be addressed. This adds up to $27 
billion for military retirees, $10 billion for the escrow account, and $86 billion in the 
federal service retirement costs. In applying the principles supported by the 
Administration, we trust that these issues will receive favorable consideration. If the 
objective is to stabilize the Postal Service and secure Its future, this is where the 
process must begin. 

Thank you, again, for the opportunity to present testimony today. I would be 
pleased to answer any questions you may have. 
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Mr. Young. On behalf of the 300,000 active and retired city let- 
ter carriers across the Nation, thank you for this opportunity to 
share our views on the crucial issue of postal reform. NALC is the 
exclusive collective bargaining representative of approximately 
220,000 letter carriers who work every day in every State and ter- 
ritory of the Nation. City letter carriers have a tremendous stake 
in the future of the Postal Service. For them postal reform is not 
simply a policy matter or even a political issue, it is a matter of 
great personal importance for themselves and their families. So I 
wish to thank Chairman Tom Davis, panel Chairman John 
McHugh, Congressman Henry Waxman, Congressman Danny 
Davis and all the members of the Special Panel on Postal Reform 
and Oversight for taking up once again this vitally important issue. 

Over the past decade, my union has been urging Congress to 
pursue comprehensive postal reform. We have long recognized the 
need for a new business model for the Postal Service in the age of 
the Internet. Until recently the debate on postal reform has been 
largely confined to the House of Representatives. Progress has been 
slow, but thanks to your hard work and perseverance, both the 
White House and the Senate are now fully engaged on postal re- 
form. As you know, the Bush administration recently issued a set 
of general principles for postal legislation. We support these prin- 
ciples and look forward to working with the leaders of both houses 
of Congress to achieve bipartisan postal reform in 2004. 

Today, I would like to briefly address the big picture of postal re- 
form before turning to the key work force issues that are the main 
topic of this panel’s testimony. NALC believes that the Postal Serv- 
ice’s unmatched ability to reach every household and business in 
America 6 days a week is a vital part of the Nation’s infrastructure 
that is essential to the economic health of the United States. As 
such, it is important to take steps now to strengthen its ability to 
function in the face of tremendous technological change. We urge 
Congress to reject a feared downsizing strategy and to embrace an 
empowerment strategy for the Postal Service. The Postal Service 
should be given the commercial freedom it needs to maximize the 
value of the universal service network by adding services and 
working with its customers to find new uses of the mail to replace 
those uses that are now migrating to electronic alternatives. 

Greater commercial freedom which involves flexibility over prices 
and the ability to strike partnerships to optimize the value of its 
network would allow the Postal Service to maximize revenues and 
control costs while retaining the value of universal service. We rec- 
ognize this approach poses the difficult challenge of balancing com- 
mercial concerns and public service considerations. We believe it is 
possible to give the Postal Service the flexibility it needs while pro- 
tecting the legitimate concerns of competitors, customers and the 
public at large. 

Let me now turn to the main topic of this hearing, postal work 
force issues. Our starting point is pretty simple, collective bargain- 
ing is a fundamental right of all, and the Postal Reorganization Act 
of 1970 rightly established collective bargaining under the auspices 
of the NLRB. I would like to make a couple of general observations 
before suggesting some guiding principles on work force reform. 
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First, I would like to point out that collective bargaining in the 
Postal Service has been a resounding success. Since the Postal Re- 
organization Act was enacted, there has not been a single work 
stoppage or disruption in service as a result of labor relations. 
Given the fact that the Postal Reorganization Act was enacted in 
part at least as a result of a national postal strike in 1970, this 34 
year record of peaceful labor relations should not be minimized. 
The fact is that collective bargaining has been a win-win-win prop- 
osition. Postal workers have achieved decent pay imperatives, tax- 
payers have saved billions through the elimination of direct and in- 
direct taxpayer subsidies, and the mailers have enjoyed affordable 
postal rates. 

Second, it is important to note that neither the postal unions nor 
postal management favor radical changes to the existing postal col- 
lective bargaining system. Given that all sides agree that mail de- 
livery is an essential public service that should not be disrupted by 
lockout or strikes, a workable system for resolving collective bar- 
gaining impasses is essential. NALC believes the existing system 
of interest arbitration has worked extremely well. 

Third, it is important to note that postal labor relations have im- 
proved dramatically in recent years. Three of the four unions now 
have labor contracts in place that were voluntarily negotiated. All 
four have made progress in reducing the number of workplace 
grievances using various mechanisms. These improvements oc- 
curred not because Congress or the GAO or any other outside party 
mandated them. They happened because the parties themselves 
worked very hard to find common ground and to seek ways to re- 
solve mutual problems. Postmaster General Jack Potter and his 
team deserve credit for working with us to achieve this trans- 
formation. With these general points in mind, NALC urges you to 
abide by four principles when you consider reform of the collective 
bargaining system. 

One, I urge you to follow the Hippocratic Oath: “First do no 
harm.” The system we have is not perfect. Indeed no system is per- 
fect. But the parties have learned to work with each other within 
the current framework. As I outlined above, the process has worked 
well for all concerned. At a time of great change for the Postal 
Service in other areas, labor stability is crucial. 

Two, maintain the flexibility that is currently built into the law. 
The PRA contains specific but flexible timetables for negotiating 
contracts and resolving collective bargaining impasses. It also pro- 
vides a menu of options for impasse resolution and gives the par- 
ties the flexibility to shape these options for use, when appropriate, 
as conditions change. Indeed, the unions at this table have at var- 
ious times used mediation, fact finding, mediation-arbitration, me- 
diation-fact finding in combination, and last best offer arbitration. 
In the face of constant change, the flexibility of the current law is 
a virtue. 

Three, avoid politicizing the collective bargaining process. Con- 
gress or White House intervention in the process would be highly 
destructive. This would inevitably happen if a politically appointed 
regulatory board were injected into the negotiations process. 

Four, avoid exposing the process to outside litigation. Subjecting 
the results of collective bargaining to litigation before a Postal Reg- 
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ulatory Board, as proposed by the President’s Commission, would 
be disastrous to the process. Depending on the prevailing political 
winds of the day and the makeup of the regulatory board at any 
particular moment, either side might be tempted to try to obtain 
from regulators what they could not expect to achieve through good 
faith bargaining. 

Finally, I wish to address a couple of specific issues that have 
arisen in the wake of the report of the President’s Commission on 
the Postal Service — the direct negotiation of pension and health 
benefits, and changes to the system of interest arbitration. As you 
know, as employees of the Federal Government, postal employees 
are covered by one of two pension plans, and also allowed in the 
Federal Employees Health Benefits Program. Although eligibility 
for participation in these programs is automatic and is not subject 
to collective bargaining, it is important that you understand that 
the cost of such benefits figures very prominently in postal labor 
negotiations. In the area of health benefits, postal management 
and its unions already directly negotiate the share of premiums to 
be paid by workers and the Postal Service. And when it comes to 
negotiating wage increases, the rising cost of pensions is explicitly 
discussed by the parties. The so-called “roll up factor” for employee 
fringe benefits, the added cost of benefits when postal wages are 
increased, is never far from the negotiators’ minds. And you can be 
sure that no interest arbitration panel employed over the past 20 
years has been spared the evidence from both sides on the cost of 
health and pension benefits. 

My point is this: Although the parties do not directly negotiate 
over all aspects of postal benefit costs, these costs are not ignored 
and they invariably affect the results of wage negotiations. Indeed, 
a close examination of postal wage trends over the last 25 years re- 
veals that postal wages have increased nearly 15 percent less than 
wages in the private sector as measured by the Employment Cost 
Index. This wage restraint is a direct reflection of the effort of ne- 
gotiators and interest arbitrators to restrain wage costs in the face 
of rising health and pension costs to the USPS, a trend, which you 
all know affects all American employers. Given this context, we do 
not believe that it is necessary to formally place health and pension 
programs on the collective bargaining table. The parties already ef- 
fectively take these costs into account under the existing system. 

Let me turn to one other work force topic raised by the Presi- 
dent’s Commission. That would be reform of the postal interest ar- 
bitration process. We believe these changes are unnecessary and 
counter-productive for a couple of very practical reasons. First, the 
Commission’s proposal would discard 30 years of experience by the 
parties and require us to start all over again, under a radically dif- 
ferent process. That is a prospect that would inevitably impose sig- 
nificant cost on both sides. Second, we believe the only workable 
changes to the system of collective bargaining must be developed 
and negotiated by the parties themselves, not externally legislated 
or mandated. Both parties must see this process as their process 
for the results to be legitimate. The existing system gives us the 
flexibility to share the dispute resolution process without outside 
intervention. 
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Allow me to add one last note on interest arbitration. We believe 
the existing dispute resolution system is fair and an acceptable al- 
ternative to the right to strike. I say this not because we always 
prevail when we go to interest arbitration; indeed, on more than 
one occasion we have lost. In the 1990’s, an interest arbitration 
panel chaired by Richard Mittenthal adopted a USPS proposal to 
create a lower-paid temporary work force to handle the transition 
to full automation, and another panel chaired by Rolf Valtin in- 
creased the employees’ share of health benefit premiums. I say it 
because, win or lose, my members know that the existing system 
gives us a fair shot on the merits, and therefore they accept the 
results as legitimate. 

I want to conclude my testimony by repeating something I told 
the members of the President’s Commission at its first public hear- 
ing in February 2003. Good labor relations must be built on trust 
and good faith between the parties. No amount of tinkering with 
the mechanics of the collective bargaining process will change that 
basic fact. At this moment of great challenges for the Postal Serv- 
ice, we have worked very hard with the Postmaster General to 
build trust between us and to improve the workplace culture in the 
Postal Service. Please tread lightly in these areas so as not to risk 
the progress we have made. 

I offer the committee the full cooperation of the men and women 
who deliver the Nation’s mail every day. Working together we can 
ensure that every American household and business will continue 
to enjoy the best postal service in the world for decades to come. 
Thank you very much. 

Mr. McHugh. Thank you. President Young, and we all share 
that objective, and that is why we are all collectively here today. 
I appreciate your comments. 

Next, Mr. Dale Holton, President of the National Rural Letter 
Carriers Association, Dale. 

[The prepared statement of Mr. Young follows:] 
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Good afternoon. My name is William H. Young. I am the President of the National 
Association of Letter Carriers. On behalf of 300,000 active and retired city letter carriers 
across the nation, thank you for this opportunity to share our views on the crucial issue 
of postal reform. 

NALC is the exclusive collective bargaining representative of approximately 220,000 city 
letter carriers who work In every state and territory of the nation. We are proud to be the 
best organized open shop union in the country as some 92 percent of all city carriers are 
voluntarily enrolled as members. Like the nearly 500,000 other postal employees 
represented by my colleagues appearing here today, city letter carriers have a 
tremendous stake in the future of the Postal Service. For them postal reform is not 
simply a policy matter or even a political issue, it is a matter of great personal 
importance for themselves and their families. So I wish to thank Chairman McHugh, 
Representative Tom Davis, Congressman Henry Waxman, Representative Danny Davis 
and all the members of the Special Panel on Postal Reform for taking up this vitally 
important issue. 

Over the past decade, my union has been urging Congress to pursue comprehensive 
postal reform. In 1994, my predecessor as NALC President called for an overhaul of the 
Postal Reorganization Act. Since then we have made a sustained effort to educate our 
members and the public at large about postal reform. We have long recognized the need 
for a new business model for the U.S. Postal Service in the age of the Internet. As it has 
for more than 200 years, technology Is changing the communications needs of the 
American people and the commercial needs of American economy. And as in the past, 
our nation's postal system must change to meet these needs. 

A lot is riding on our ability to meet the changing needs of the country. The Postal 
Service lies at the core of a $900 billion mailing industry, a major slice of the U.S. Gross 
Domestic Product. If you take into account all the industries that rely on a healthy and 
reliable national postal service, which include printers and publishers, online merchants 
and direct marketers, the jobs of some 9 million Americans are at stake. Beyond that, 
the economic heath and viability of whole regions of the country where population 
density is low or where urban redevelopment is desperately needed, a healthy postal 
system is a vital part of the nation’s infrastructure, as important as roads, power plants 
and other basic utilities. 
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Over the past 10 years, the debate on postal reform has been largely confined to the 
House of Representatives. For many of you this has been a lonely enterprise and 
progress has been slow. But thanks to your perseverance and the recent work of the 
President’s Commission on the United States Postal Service, it now appears that the 
White House has endorsed your efforts to make postal reform a reality. NALC 
supports the general principles for reform recently outlined by President Bush and 
welcomes the renewed interest of key Senate leaders on this important issue. NALC 
looks forward to working with leaders of both Houses of Congress to achieve bipartisan 
postal reform in 2004. 

Today I would like to briefly address the big picture of postal reform before turning to 
the key workforce issues that are the main topic of this panel’s testimony. 

As you all know, the basic challenge facing the USPS is that electronic communications 
are gradually replacing key segments of the First-Class Mail stream. That mall stream 
helps finance an ever-expanding universal delivery network. The Postal Service delivers 
to 140 million households and businesses six days a week, 10 times the daily deliveries 
of private companies like UPS and Federal Express. That extraordinary network and the 
capacity it gives to every citizen and business in the country to reach every other citizen 
and business in the country every day is invaluable. The Postal Service is. In short, a 
national treasure that is worth preserving. 

How can we do that if the delivery network continues to grow every year by millions of 
addresses while traditional mail volume growth is flat or declining? Some say its time 
for privatization and deregulation. The American people strongly oppose these options 
and, after careful study, the President’s Commission rightly rejected them. This leaves 
few options for Congress. It can “go back to the future’’ and ask taxpayers to directly 
subsidize postal services. It can simply downsize the Postal Service in an attempt to 
achieve cost savings that mirror the decline in postage revenues. Or it can give the 
Postal Service the kind of commercial freedom that would allow it to replace lost 
revenues with new sources of income and to optimize the value of the national delivery 
and post office network. 

NALC urges you to opt for the last approach. Last week’s report from the CBO on the 
growing federal budget deficit makes it clear that the first option is out the question - 
even if Congress were so inclined, the federal government simply does not have the 
funds to subsidize the USPS. Besides, there is no reason to throw away one of the great 
achievements of the Postal Reorganization Act: the huge savings to taxpayers that 
resulted in the elimination of such subsidies. The downsizing option is equally 
unappealing. Universal service - which includes deliveries six days a week and easy 
access to a nationwide network of post offices - is Just too valuable to the country to 
give up. Downsizing is not a viable option - closing post offices and reducing services 
will only make our problems worse by driving more mail from the postal system. 
Affordable universal service is the key to the future health of the nation’s postai system. 

So the answer is to give the Postal Service and its employees the tools to make the 
Postal Service more valuable to mailers and to the country. That means giving the USPS 
greater flexibility to set its prices and the ability to partner with other companies to offer 
new services and/or to use its network to satisfy the needs of America’s citizens and its 
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millions of businesses. Greater commercial freedom would allow the USPS to maximize 
revenues and control costs while retaining the value of universal service. We recognize 
this approach poses the difficult challenge of balancing commercial concerns and public 
service considerations, but it is possible to give the USPS the flexibility it needs while 
protecting the legitimate concerns of competitors, customers and the public at large. 
Many industrialized countries have successfully adopted post office models that 
combine commercial freedom, public ownership and a regulated monopoly. NALC urges 
the Congress to do the same. 

Let me now turn to the main topic of this hearing, postal workforce issues. Our starting 
point is simple: Collective bargaining is a fundamental right of all workers, recognized 
under both international and domestic law. The National Labor Relations Act recognizes 
this right and, as a matter of national policy, encourages collective bargaining. The 
Postal Reorganization Act rightly established collective bargaining in the Postal Service 
under the auspices of the NLRA. Before addressing some principles for workforce 
reforms and a number of specific workforce Issues, I'd like to make three general points. 

First, I’d point out that collective bargaining in the Postal Service has been a resounding 
success. Since the Postal Reorganization Act was enacted, there has not been a single 
work stoppage or significant disruption in service as a result of labor relations. Given 
that the PRA was enacted in part as a result of a national postal strike in 1970, this 34- 
year record of peaceful labor relations should not be minimized. 

In fact, postal collective bargaining has been a “win-win-win" proposition: 

Postal workers have maintained decent pay and benefits resulting from the PRA - in 
stark contrast to the extremely low salaries that led to the strike in 1970; 

Taxpayers have saved tens of billions of dollars as a result of the elimination of direct 
and indirect Treasury subsidies to the Postal Service; and 

Postal Service customers have enjoyed stable postage rates that have generally 
increased in line with the overall rate of inflation over the course of the past three 
decades. (Indeed, taking postage costs and taxpayer costs together, the cost of mailing 
letters in America has fallen by more than a third in inflation-adjusted terms.) 

All three groups - workers, taxpayers and mailers - have shared the fruits of major 
efficiency gains achieved over the past 30 years. The Bureau of Labor Statistics reports 
that postal labor productivity increased nearly 40 percent between 1972 and 2001 - a 
figure that does not account for the large reductions in the postal work force of the past 
two years. Postal collective bargaining has ensured that postal workers have shared in 
the benefits of these efficiency improvements. Congress can be proud that the existing 
collective bargaining system allows postal workers to enjoy middle class pay and 
benefits while maintaining the most affordable postage rates in the world and doing so 
without placing a burden on the American taxpayer. 
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Second, it is Important to note that neither the postal unions nor postal management 
favor radical changes to existing postal collective bargaining system. We understand 
the unique nature of the USPS. We recognize that as an essential service that is vital to 
the national economy, the Postal Service is too important to the nation to allow 
disruptions. As a result we realize that any postal reform legislation will retain the 
existing prohibition against strikes and management lock-outs. A workable system for 
resolving collective bargaining impasses is therefore essential. NALC believes the 
existing system of interest arbitration has worked extremely well. 

Third, it is important to note that postal labor relations have improved dramatically in 
recent years. All four unions have labor contracts in place that were voluntarily 
negotiated. All have made progress in reducing the number of work place grievances 
using various mechanisms. As the President’ s Commission noted, my union’s use of 
an alternative dispute resolution system is helping to transform workplace relations 
between the nation’s letter carriers and their supervisors for the better. Since the 
Commission’s report was issued, we have taken the next step to jointly identify problem 
work sites and to train labor-management intervention teams to propose practical 
solutions. These improvements occurred not because Congress or the GAO or any 
other outside party mandated them ; they happened because the parties themselves 
worked very hard to seek common ground and to find ways to resolve mutual problems. 
Postmaster General Jack Potter and his team deserve credit for working with us to 
achieve this transformation. 

With these general points in mind, NALC urges you to abide by four principles when you 
consider reform of the collective bargaining system: 

One, I urge you to follow the Hippocratic Oath; “First, do no harm." The system 
we have is not perfect - indeed, no system is perfect. But the parties have learned how 
to work together within the current framework and, as I outlined above, the process has 
worked well for all concerned. At a time of great change for the Postal Service in other 
areas, labor stability is crucial. 

Two, maintain the flexibility that is built into the c urrent law. The PRA contains 
specific but flexible timetables for negotiating contracts and resolving collective 
bargaining impasses. It also provides a menu of options for impasse resolution and 
gives the parties the flexibility to shape these options for use when appropriate as 
conditions change. Indeed, the unions at this table have used at various times, 
mediation, fact finding, mediation-arbitration, mediation-fact finding in combination and 
last best offer arbitration. In the face of constant change, the flexibility of the current 
law is a virtue. 

Three, avoid politicizing the collective bargaining process. Congressional or 
White House intervention in the process would be highly destructive. This would 
inevitably happen if a politically appoi nted regulatory body were injected into the 
negotiations process. 
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Four, avoid exposing the process to outside litigation. Subjecting the results of 
collective bargaining to litigation before a postal regulatory board, as proposed by the 
President’s Commission, would be disastrous to the process. Depending on the 
prevailing political winds of the day and the makeup of the regulatory board at any 
particular moment, either side might be tempted to try to obtain from regulators what 
they could not expect to achieve through good faith bargaining. 


Finally, I wish to address a couple of specific issues that have arisen in the wake of the 
report of the President’s Commission on the LISPS - the direct negotiation of pension 
and health benefits, and changes to the system of interest arbitration. 

The Commission recommended that the administration study the feasibility of separate 
health and retirement plans for postal employees and that Congress consider making 
such benefit programs a direct subject of collective bargaining. I note that Senator 
Collins and Senator Carper have formally asked for such a study. Like you I await the 
results of that study with some interest. In the meantime, I’d like to share with you the 
NALC’s perspective on these issues. 

As you know, as employees of the federal government, postal employees are covered by 
either of the two federal pension plans, CSRS and FERS, and by the Federal Employees 
Health Benefit Program. Although eligibility for participation in these programs is 
automatic and is not subject to collective bargaining, it is important to understand that 
the cost of such benefits figure very prominently in postal labor negotiations. In the area 
of health benefits, postal management and its unions already directly negotiate the share 
of premiums to be paid by workers and the Postal Service. And when it comes to 
negotiating wage increases, the rising cost of pensions is explicitly discussed by the 
parties. The so-called roll-up factor for employee fringe benefits - the added cost of 
benefits when postal wages are increased - is never far from the negotiators’ minds. 

And you can be sure that no interest arbitration panel employed over the past 20 years 
has been spared voluminous evidence from both sides on the cost of health and pension 
benefits. 

My point is this: Although the parties do not directly negotiate over all aspects of postal 
benefit costs, these costs are not ignored and they invariably affect the results of wage 
negotiations, indeed, a close examination of postal wage trends over the past 25 years 
reveals that postal wages have increased much less than wages in the private sector as 
measured by the Employment Cost Index. Since September 1975 when it was 
introduced the ECl for wages of private sector wages increased by 259 percent. Over 
the same period, postai bargaining unit wages increased 212 percent. I submit that this 
wage restraint is a direct reflection of the efforts of negotiators (and interest arbitrators) 
to restrain wage costs in the face of skyrocketing heaith and pension costs. 

Given this context, we do not believe that is necessary to formally place health and 
pension programs on the collective bargaining table. The parties already effectively take 
these costs into account. 
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However, there are also practical reasons for rejecting separate postal-only benefit plans 
and/or direct negotiations. 

Separating postal employees from CSRS, FERS and FEHBP would destabilize the 
programs for the rest of the federal workforce. The removal of postal employees from 
existing FEHBP plans, for example, would raise health care costs for other agencies and 
their employees since studies have shown postal employees to be healthier on average 
than other federal workers. Separate postal pension plans would add administrative 
costs for the Postal Service as It would have to create a new bureaucracy to run a 
postal-only plan that would inefficiently duplicate the existing system used by the Office 
of Personnel Management to disburse pension benefits. 

Direct negotiation of benefit plans also raise the specter of introducing destructive 
inequities in pension and health benefit coverage both among postal employees - who 
are represented by four different unions - and between postal employees and other 
federal employees. 

Let me turn to one other specific workforce topic raised by the President's Commission: 
Reforms to the postal interest arbitration process. The Commission suggested major 
changes to the existing dispute resolution process, including the elimination of tripartite 
arbitration, the imposition of a strict timetable for mediation and arbitration, the 
required use of “last best and final offer” procedures and regulatory review of collective 
bargaining agreements. 

We believe these changes are unnecessary and counterproductive for a couple of very 
practical reasons. First, the Commission’s proposals would discard 30 years of 
experience by the parties and require us to start all over again under a radically different 
process - a prospect that would inevitably impose significant costs on both sides. 
Second, we believe the only workable changes to the system of collective bargaining 
must be developed and negotiated by the parties themselves, not externally legislated or 
mandated. Both parties must see the process as “their process” for the results to be 
legitimate. The existing system gives us the flexibility to shape the dispute resolution 
process without outside intervention. 

Let me add one last note on interest arbitration. We believe the existing dispute 
resolution system is a fair and acceptable alternative to the right to strike. I say this not 
because we always prevail when we go to interest arbitration. Indeed, on more than one 
occasion we have lost. In the 1990s an interest arbitration panel chaired by Richard 
Mittenthal adopted a USPS proposal to create a lower-paid temporary work force to 
handle the transition to full automation and another panel chaired by Rolf Valtin 
increased the employees’ share of health insurance premiums. I say it because, win or 
lose, my members know that the existing system gives us a fair chance on the merits 
and therefore they accept the results as legitimate. The Commission’s proposed 
changes in the area of interest arbitration fail this basic test of fairness. They would 
surely do more harm than good. 
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I want to conclude my testimony by repeating something i told the members of the 
President’s Commission at its first public hearing in February 2003. Good labor 
relations must be built of trust and good faith between the parties. No amount of 
tinkering with the mechanics of the collective bargaining process wili change that basic 
fact. At this moment of great challenges for the Postal Service, we have worked hard 
with the Postmaster General to build trust between us and to improve the workplace 
culture in the Postal Service. Please tread lightly in these areas so as not to risk the 
progress we’ve made. 

I offer this Panel the full cooperation of the men and women who deliver the nation’s 
mail everyday. Working together we can ensure that every American household and 
business will continue to enjoy the best postal service in the world for decades to come. 
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Mr. Holton. My name is Dale Holton, I am president of the 
103,000 member National Rural Letter Carriers’ Association. I too 
would like to thank the panel for the opportunity to be here to tes- 
tify before you today. 

Rural letter carriers deliver mail on 70,000 routes, drive 3 mil- 
lion miles a day, serve 32 million families and businesses. Our 
members are also known nationwide as a post office on wheels. The 
reason for that is we offer our customers all the services performed 
over the counter at a post office. We sell stamps, money orders, ex- 
press and priority mail, delivery confirmation, certified or other ac- 
countable, and we accept parcels to be mailed. Rural letter carriers 
deliver on average 2,875 pieces of mail a day on each route. And 
this total includes approximately 200 parcels a week, a higher 
number than you would find on some city routes because of where 
we deliver. It is also because of the buying habits of our customers 
and the fact that, unlike our competitors, we have no surcharge for 
rural delivery. 

The United States is unique in the world with regards to mail. 
We handle 46 percent of the world’s mail. Americans do more fi- 
nancial transactions through the mail than any other nation in the 
world. Only 22 percent of Americans receive or pay any portion of 
their bills electronically. Yet, under current circumstances, the 
Postal Service business model will fail. There must be legislative 
changes to protect the U.S. Postal Service that Americans have 
come to count on and trust. 

These opinions were confirmed by the poll conducted by the Pres- 
idential Commission. The antiquated rate-setting process needs to 
be revamped or replaced. Our competitor, electronic communica- 
tion, goes around the world instantaneously. In order to remain 
competitive, the U.S. Postal Service needs the flexibility of being 
able to adjust rates as quickly as our competition. The “break-even” 
and “no retained earnings” provisions in the current business 
model that governs the Postal Service are years beyond their use- 
fulness. Let us work with the business mail community and grow 
the U.S. mail volume with increased negotiated service agreements 
and intelligent mail. 

The collective bargaining provisions of the current law have 
served their purpose well. As my colleagues said earlier, the U.S. 
Postal Service has had no labor disruption in over 30 years, unlike 
our counterparts in other nations. When bargaining becomes dead- 
locked, binding arbitration resolves the dispute. The current stat- 
ute provides great flexibility for the bargaining parties to shape the 
process in a variety of ways. The Presidential Commission rec- 
ommended mandating certain procedures rather than opting to uti- 
lize processes suited for the circumstances. We believe the flexibil- 
ity of having options is vastly preferable. However, let me make 
one thing absolutely clear. Utilizing binding arbitration does not 
guarantee your side will prevail. 

In our most recent bargaining, the Postal Service and the Rural 
Letter Carriers’ went to binding arbitration. We tried the proposed 
route where we chose one arbitrator to go through the whole proc- 
ess with us and at the end, through binding arbitration, the Postal 
Service won and they won big. The average rural carrier lost 3.1 
hours of productivity gains granted to the Postal Service per week. 
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That translated to an average loss for each carrier of $4,600 per 
year. It was offset only slightly by $2,600 in arbitrator-granted 
raises. The savings to the Postal Service, by their own figures, was 
approximately 12 million less paid hours annually due to this arbi- 
tration award. The award’s savings to the Postal Service in rural 
carrier compensation amounts to $312 million annually. 

I want to say that we appreciate the Presidential Commission’s 
work and we welcome the active involvement of the White House 
and the Department of the Treasury. We believe their participation 
has expanded the interest in postal reform in Congress and in the 
mailing community. The National Rural Letter Carriers’ Associa- 
tion has been at the forefront of attempts to enact meaningful post- 
al reform legislation, and has publicly endorsed such legislation 
when it was introduced in the last three Congresses. We believe 
mail to be an important continuing government function. And one 
of the basic strengths of the U.S. Postal Service is our collection 
and delivery to everyone, everywhere, every day. 

Chairman McHugh and Congressman Davis, we are today on a 
path toward enactment of postal reform legislation, primarily be- 
cause of your Herculean efforts to update, educate, illuminate, and 
enact a new law for our mail community. You have our sincerest 
gratitude for your intellect and fortitude. 

And this concludes my testimony, and I would be pleased to an- 
swer questions. 

Mr. McHugh. Thank you very much. President Holton. 

As they say, last but not least, John Hegarty, national president 
of the National Postal Mail Handlers Union. John, thanks for being 
here. 

[The prepared statement of Mr. Holton follows:] 
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I am Dale Holton, President of the 103, CXK) member National Rural Letter Carriers’ Association 
(NRLCA). We deliver mail on 70,000 routes, drive 3 million miles a day and serve 32 million 
families and businesses. Our members are also known nationwide as a “post office on wheels” 
because we offer our customers all the services performed over the counter at a post office. We 
sell stamps and money orders, accept express & priority mail, signature and/or delivery 
confirmation, registered and certified mail, and, of course accept our customer’s parcels. 

Rural Letter Carriers deliver on average 2,875 pieces of mail a day on each route. This total 
includes approximately 200 parcels a week — a higher number than you would find on some 
city routes because of where we deliver, the buying habits of our customers and the fact that, 
unlike our competitors, we have no surcharge for rural delivery. 


The United States is unique in the world with regards to mail. We handle 46% of the world’s 
mail. Americans do more financial transactions through the mail than any other nation in the 
world. Only 22% of Americans receive or pay any portion of their bills electronically. Yet, 
under current circumstances, the Postal Service business model will fail. 

There must be legislative changes to protect the United States Postal Service (USPS) that 
Americans have come to count on and trust. These opinions were confirmed by the poll 
conducted by the Presidential Commission. The antiquated rate setting process needs to be 
revamped or replaced. Our competitor, electronic communication, goes around the world 
instantaneously. In order to remain competitive the US Postal Service needs the flexibility of 
being able to adjust rates as quickly as our competition. The ‘break-even” and “no retained 
earnings” provisions in the current business model that governs the Postal Service are years 
beyond their usefulness. Let us work with the business mail community and grow the US mail 
volume with increased negotiated service agreements and intelligent mail. 

The collective bargaining provisions of the current law have served their purpose very well. 
USPS has had no labor disruptions in 30 years, unlike our counterparts in other nations. When 
bargaining becomes deadlocked binding arbitration resolves the dispute. The current statute 
provides great flexibility for the bargaining parties to shape the process in a variety of ways. 
The Presidential Commission recommended mandating certain procedures rather than opting to 
utilize processes suited for the circumstances. We believe the flexibility of having options is 
vastly preferable. 

However, let me make one thing absolutely clear. Utilizing binding arbitration does not 
guarantee your side will prevail. In our mosr recent bargaining, USPS-NRLCA went to binding 
arbitration and the Postal Service won big. The average rural carrier lost 3. 1 hours a week. That 
translates to an average loss for each carrier of $4600 per year, offset only slightly by $2600 in 
arbitrator granted raises. The savings to the Postal Service, by their own figures was 



165 


approximately 12 million less paid hours annually due to this arbitration award. The award’s 
savings to USPS for rural carrier compensation is $312,000,000 annually. 

We appreciate the Presidential Commission’s work and welcome the active involvement of the 
White House and Department of the Treasury. We believe their participation has expanded the 
interest in postal reform in Congress and in the mailing community. The NRLCA has been at 
the forefront of attempts to enact meaningful postal reform legislation, and publicly endorsed 
such legislation when it was introduced in the last three Congresses. We believe mail to be an 
important continuing government function. And one of the basic strengths of the USPS is our 
collection and delivery to everyone, everywhere, everyday. 

Chairman McHugh and Congressman Davis we are today on a path toward enactment of postal 
reform legislation. Primarily because of your Herculean efforts to update, educate, illuminate, 
and enact a new law for our mail community. You have our sincerest gratitude for your 
intellect and fortitude. 

Mr. Chairman, this concludes my testimony. I would be pleased to answer any questions. 
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Mr. Hegarty. Good afternoon, and thank you Chairman McHugh 
and members of the committee for this opportunity to testify. My 
name is John Hegarty and I am the president of the National Post- 
al Mail Handlers Union, which serves as the exclusive bargaining 
representative for 57,000 mail handlers nationwide. 

The Mail Handlers Union hopes to remain an active participant 
in the process of postal reform. The recently released White House 
principles show that the White House has considerable confidence 
in the expertise and legislative initiative 

[Public announcement interruption.] 

Mr. Hegarty. Let me continue. The recently released White 
House principles show that the White House has considerable con- 
fidence in the expertise and legislative initiative of your committee 
and that of your Senate counterparts. I would like to congratulate 
you. Chairman McHugh and Representatives Danny Davis, Henry 
Waxman, and Tom Davis, and all others who have provided leader- 
ship on this issue. 

I would like to take a few moments to comment on the last ter- 
rorist act against homeland security affecting both Congress and 
the U.S. Postal Service, and of course I am talking about the poison 
ricin, which was found in Senator Frist’s mailroom on Monday. A 
similar powder spill incident in Wallingford, CT, has thankfully 
tested out negative for both ricin and anthrax. 

It is perhaps ironic that the ricin incident occurred on the 
evening before we were scheduled to testify before the Senate Com- 
mittee on Governmental Affairs on the future of the Postal Service 
and its employees. The advance NPMHU written testimony raised 
the danger of substances such as anthrax and ricin and noted why 
mail handlers are so crucial to the safety and security of our coun- 
try. That hearing obviously has been postponed as the need for 
safety and security goes on. 

As a mail handler from a large processing plant in Springfield, 
MA, let me briefly explain how these types of terrorist threats 
could attack mail handlers and indeed all craft employees. Mail 
handlers are generally the first to handle mail when it enters a 
processing plant. Raw or unprocessed mail, which could be letter- 
sized envelopes or larger, fiat-sized envelopes, packages, or parcels 
are dumped, typically on a conveyer belt-type of a system and 
worked — or culled and sorted — ^by mail handlers. Letters and fiats 
are run through a cancellation machine to cancel the stamps and 
are then forwarded to other mail processing machinery throughout 
the building which is typically manned by either mail handlers or 
clerks. After all the processing is completed, mail handlers load the 
processed mail onto outbound transportation. As you can see, this 
is a labor-intensive, hands-on type of mail processing. Mail han- 
dlers and all craft employees therefore are on the front lines when 
it comes to possible exposure to biological agents or other terrorist 
threats through the mail. 

As always, the safety of mail handlers and other postal employ- 
ees is the first concern of the National Postal Mail Handlers Union. 
We are working with the Postal Service through the Task Force on 
Mail Security on these dangerous incidents. We appreciate the 
funding that Congress has already appropriated for bio-protection 
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systems to keep our employees safe and we look forward to working 
with Congress on those issues in the future. 

The Mail Handlers Union appreciates the swiftness of your reac- 
tion to the CSRS funding problems and the financial strain caused 
by the deadly anthrax attacks. Similar financial issues remain, 
however, and congressional resolution of both the escrow issue and 
the military service issue are of immediate and paramount impor- 
tance to the financial future of the Postal Service. Not releasing the 
postal escrow account or forcing the Postal Service to pick up more 
than $27 billion in military costs that no other Federal agency has 
to pay certainly will result in a severe crisis in the Postal Service 
and, ultimately, a hike in postage and cost to all ratepayers. 

As I noted, the White House provided broad guidelines in terms 
of postal reform. We believe the Postal Service needs the tools to 
be more competitive. In accordance with those guidelines, those 
tools could include price flexibility and a ratemaking structure 
that, as the White House indicated, is more similar to generally ac- 
cepted business models. For example, we are experiencing yet an- 
other spike in fuel costs and, once again, the Postal Service is not 
structurally set up to respond quickly to the problem. It is difficult 
to run in a businesslike fashion when common business practices 
are not an available option. 

My union, therefore, counts itself in strong support of legislative 
change that would grant the Postal Service additional flexibility in 
pricing, additional flexibility in borrowing and the design of postal 
products. Such changes must allow the Postal Service to establish 
postal rates that remain affordable, both to the major business 
mailers and the American consumer, while providing sufficient rev- 
enue to protect and support the infrastructure that universal serv- 
ice requires and to provide postal employees with a decent and fair 
standard of living. 

I do have considerable expertise in the area of the President’s 
Commission in work force issues. I believe that the term “best 
practices” can be applied to the Postal Service’s labor relations. In 
general our collective bargaining process is seen by others as a 
model of flexibility and lator peace. In recent years, moreover, all 
parties have been working on these matters diligently and our ef- 
forts have resulted in dramatic changes. 

The Mail Handlers Union strongly endorses the current process 
for collective bargaining under the Postal Reorganization Act. Our 
current national agreement covers the period from November 2000 
through November 2006. Although it originally was scheduled to 
terminate later this year, we recently reached an agreement on a 
2-year extension to the contract that was overwhelmingly ratified 
by our members. Nor is productive collective bargaining a recent 
phenomenon. 

Since the PRA was enacted in 1970, we have engaged in 13 
rounds of full collective bargaining with the Postal Service, 8 of 
which, including the last 3, have resulted in voluntary agreements 
that were endorsed by postal management and ratified by the 
union membership. The other five were resolved through arbitra- 
tion with the results willingly accepted by both parties. On at least 
three of the five occasions when the parties used arbitration, how- 
ever, the parties actually settled most open issues and only arbi- 
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trated one or two issues that could not be resolved without an arbi- 
trator’s decision. Even when arbitration does occur, there are no 
guarantees. For example, arbitration in the 1984 round of bargain- 
ing created a lower entry rate for new mail handlers, and an arbi- 
tration in the 1990 round produced a 3-year contract without any 
general wage increases for mail handlers. Because both parties ac- 
cept the process, however, even these clear management victories 
were implemented peacefully. 

The key advantage of the current bargaining process is its flexi- 
bility, which coincidentally is one of the administration’s principles. 
Under the current statute, the parties to any bargaining dispute 
are allowed to devise their own procedural system for resolving 
their dispute. Thus, under the PRA fact-finding followed by arbitra- 
tion is the default position, but the parties in prior years have used 
fact-finding, mediation, arbitration, and multiple combinations of 
these processes to resolve their disputes. If the procedural changes 
recommended by the Presidential Commission were adopted, this 
flexibility would be eliminated and instead the parties would be 
constrained by rigid procedures that, in our view, would not im- 
prove the bargaining process one iota. 

The Commission said that a core ingredient of its revised proce- 
dure is the mediation-arbitration approach to resolving bargaining 
impasses. Under a “med-arb” approach, the fact-finding phase now 
set forth in the PRA would be replaced with a mandatory medi- 
ation phase of 30 days, and if mediation were unsuccessful, the ap- 
pointed mediator would become one of the final arbitrators. We be- 
lieve, however, that requiring this “med-arb” approach would be 
counter-productive to the successful resolution of many bargaining 
disputes. The flexibility now part and parcel of the PRA permits 
the use of “med-arb” and it has been utilized in prior rounds of bar- 
gaining when the parties deemed it advisable. 

Also, part of the President’s Commission recommendation is a 
proposal that would replace the parties’ current practice, which 
uses a three-member arbitration panel, in which each party chooses 
one arbitrator and then the parties jointly select one neutral arbi- 
trator, with three outside arbitrators. In our view this change 
would have extremely negative consequence for the arbitration 
process, as it would completely remove the parties’ respective rep- 
resentatives and their unique expertise from the decisionmaking 
process. 

The Commission also has recommended that after the arbitration 
decision is issued the parties have 10 days to review the decision 
and possibly bargain changes agreeable to both union and manage- 
ment. This proposal would be completely unnecessary if the current 
process allowing for each party to have a representative involved 
in the arbitration decision were made or maintained. It also poses 
problems for most unions, like the mail handlers, that require 
membership ratification for any bargaining agreement. 

The Commission has also recommended that binding arbitration 
be required to use the “last best final offer” model, in which each 
party is required to submit a total package of proposals and the ar- 
bitration panel is required to choose one or the other package and 
cannot compromise between the two. In theory, this would place ex- 
traordinary pressures on both sides to produce reasonable com- 
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prises. Sometimes this model of arbitration would be helpful, but 
other rounds of bargaining would not be helped by requiring “last 
best final offers.” The current statute allows for “last best final 
offer,” and it has been used in certain bargaining. The flexibility 
built into the current system is essential and should be main- 
tained. 

Frankly, I believe the Nation is better off with bargaining and 
binding interest arbitration under the PRA than with those other 
models. The testimony before the Presidential Commission from 
postal management and the postal unions and even from a panel 
of highly respected neutral arbitrators was consistent: that the cur- 
rent collective bargaining process is working well. For 33 years the 
parties have avoided labor strife and economic warfare that often 
characterize private sector labor-management relations. Arbitrators 
and participants all agree that the process has improved dramati- 
cally over the years and may be a model for other labor-manage- 
ment negotiations. There is, in short, no reason whatsoever to 
amend the statutory provisions governing collective bargaining or 
to otherwise adopt provisions that would allow outside entities to 
interfere in the bargaining process. 

The Presidential Commission also has proposed bargaining over 
health insurance, pensions and other benefit programs. In fact, the 
current employee contribution rates for health insurance already 
are bargained, and the health benefits themselves established 
through the Federal Employees Health Benefit Act are universally 
acknowledged to be well maintained and well negotiated by the Of- 
fice of Personal Management. The Mail Handlers Union happens to 
be the sponsor of one of the largest Federal health plans, and I can 
assure you that if the Postal Service ever were to withdraw from 
the Federal employees health system, chaos would be the result. As 
for pension benefits, with the passage last year of the “CSRS fix” 
legislation, all pension benefits for postal employees are now fully 
funded. The recommendation on bargaining benefits, therefore, is 
clearly aimed at guaranteed health insurance for postal retirees. 
We see absolutely no reason why promises of lifetime health insur- 
ance to postal employees should be the subject of bargaining, espe- 
cially when the Federal Government provides these benefits to Fed- 
eral employees through legislation and many other large employers 
provide similar benefits. In any event, recent proposals from postal 
management would allow the Postal Service to ensure funding of 
these retiree health costs by using the escrow account now avail- 
able because of pension over-funding. That is an appropriate use 
for those funds and should be part of any postal reform. 

Thank you for allowing me to testify and I would be happy to an- 
swer any questions. 

[The prepared statement of Mr. Hegarty follows:] 
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Good afternoon, and thank you, Chairman McHugh, and members of the 
Committee, for this opportunity to testify. My name is John Hegarty, and I am 
National President of the National Postal Mail Handlers Union (NPMHU), which 
serves as the exclusive bargaining representative for approximately 57,000 mail 
handlers employed by the U.S. Postal Service. 

The NPMHU appreciates this opportunity to remain an active participant 
in the process of postal reform. The recently-released White House principles 
provide us with additional proof of just how far the Committee has come in the 
past eight years of wrestling with postal reform. 1 would like to congratulate 
you, Chairman McHugh, and Representatives Danny Davis, Henry Waxman, 
and Tom Davis, and others who have provided leadership on this issue. 

The NPMHU also appreciates the swiftness of your reaction to the CSRS 
funding problem and the financial strain caused by the deadly anthrax attacks. 
Similar financial issues remain, however, and Congressional resolution of both 
the escrow issue and the military service issue are of immediate and 
paramount importance to the financial future of the Postal Service. 

Conversely, not releasing the postal escrow account or forcing the Postal 
Service to pick up more than $27 billion in military costs that no other Federal 
agency or department has to pay certainly will result in a severe crisis to the 
Postal Service and, ultimately, a hike in the cost of postage to all ratepayers, 
including not only major mailers but also the average American consumer. We 
are prepared to do whatever it takes to get both of these matters resolved 


swiftly. 
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As noted, the White House provided broad guidelines in terms of postal 
reform. At bottom, the release of these principles show that the White House 
has considerable confidence in the expertise and legislative initiative of your 
Committee and that of your Senate counterparts. Although the NPMHU has 
taken no formal position on some of the White House principles, such as 
greater transparency in finances, we do believe that the Postal Service needs 
the tools to be more competitive. Those tools include price flexibility and a 
ratemaking structure that, as the White House indicated, is more similar to 
generally accepted business models. For example, we are experiencing yet 
another spike in fuel costs and, once again, the Postal Service is not 
structurally set up to respond quickly to the problem. It is difficult to run in a 
businesslike fashion when common business practices are not an available 
option. 

Although I do not claim to be an expert in business models, I do have 
considerable expertise in the area that the President’s Commission called 
workforce issues. I started my postal career as a mail handler in 1984, and I 
have served as a Union and mail handler representative for much of the past 
twenty years. 

The major concerns of the NPMHU revolve around the workforce 
recommendations that found their way into the Commission’s report, and 
specifically many of the recommendations directly related to collective 
bargaining. Although these issues were not specifically addressed in the White 
House principles, I truly believe that the term “best practices” can be applied to 
Postal Service labor relations. In general, our collective bargaining process is 
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seen by others as a model of flexibility and labor peace. Moreover, I believe 
that, in recent years, labor-management relations in the Postal Service have 
evolved. All parties have been working on these matters diligently, and our 
efforts have resulted in some dramatic progress, as I will discuss shortly. 

* -k -k 

Mail handlers are an essential part of the mail processing and 
distribution network utilized by the Postal Service to move more than 200 
billion pieces of mail each year. We work in all of the nation’s large postal 
plants, where mail handlers are responsible for loading and unloading trucks, 
transporting mail within the facility (both manually and with powered 
industrial equipment), preparing the mail for distribution and delivery, 
operating a host of machinery and automated equipment, and sorting and 
containerizing mail for subsequent delivety. Our members generally are the 
first and the last employees to handle the mail as it comes to, goes through, 
and leaves most postal plants. 

The majority of mail handlers are employed in large postal installations, 
including several hundred Processing & Distribution Centers, Bulk Mail 
Centers, Air Mail Centers, and Priority Mail Processing Centers. The largest of 
these installations, most often measured as those which utilize 200 or more 
bargaining unit employees, currently employ more than 90% of the mail 
handlers represented by the NPMHU, and close to 80% of mail handlers work 
in installations that have 500 or more postal employees. 

Although mail handlers are located throughout the United States, they 
are not spread evenly across all geographic areas. For example, more than 



174 


4 

40% of all mail handlers are employed in seven of the largest Consolidated 
Metropolitan Statistical Areas that are tracked by the Census Bureau — i.e., 

New York, Chicago, Washington-Baltimore, Los Angeles, San Francisco, 
Philadelphia, and Boston. And thousands of other mail handlers are working 
in or near other large cities, including Buffalo, Cincinnati, Cleveland, Dallas, 
Denver, Detroit, Hartford, Houston, Indianapolis, Milwaukee, Pittsburgh, 
Providence, Richmond, St. Louis, Minneapolis-St. Paul, Phoenix, Seattle, and 
Springfield, Massachusetts. The vast majority of mail handlers, therefore, work 
in the nation’s twenty-five largest metropolitan areas, where the cost of living is 
generally higher than average. 

Virtually all newly-hired mail handlers are employed in part-time flexible 
positions, with no fixed schedule, and no guaranteed work beyond two or four 
hours (depending on the size of the facility) per two-week pay period. For this 
position, the current starting pay - as of November 2003 - is $13.92 per hour 
(or only $13.38 if the position is full-time). Even assuming that such a 
recently-hired mail handler is assigned work for 40 hours per week, at that 
hourly rate a new mail handler would earn base annual wages equal to only 
$28,953 per year (calculated as $13.92 per hour for 2,080 hours). Assuming 
that the mail handler continues to work for the Postal Service, after several 
years of part-time employment, the employee generally (although not always) 
would be converted to a full-time regular position with fixed days and hours. 
This fixed schedule usually includes work at night between the hours of 6:00 
pm and 6:00 am (over half of all mail handler hours fall within this time frame) 
and often includes work on weekends. After thirteen years of working for the 
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Postal Service, the wage scale currently in effect provides for a mail handler 
hourly wage of $20. 12 per hour. This base wage remains the same, subject to 
future negotiated increases, for the remainder of the mail handler’s career, 
such that a mail handler who has dedicated 30 years or more of his or her life 
to the Postal Service also currently earns that same amount — $20.12 per hour 
or $41,849 per year. 

We believe the current wage system is fair, but it certainly is not an 
extravagant amount to pay for a workforce dedicated to the Postal Service and 
the American public. We dare say that no one complaining about the level of 
postal wages — nor one of their hired lawyers, paralegals, or even secretaries - 
earns less than this amount after thirty years of dedicated service. Nor is an 
entry wage of less than $14.00 per hour for a part-time job without guaranteed 
hours unreasonably high. To the contrauy, the NPMHU submits that the Postal 
Service easily could justify the payment of higher wages to its career 
employees. 

* * * 

The NPMHU counts itself as a strong supporter of legislative change that 
would grant the Postal Service additional flexibility in pricing, borrowing, and 
the design of postal products. 

We recognize that the Postal Service must change with the times. But it 
must do so in a way that preserves the core mission of the Postal Service. 
Congress has the chance to provide the Postal Service with additional flexibility 
in the setting of prices, the freedom to design or introduce new postal products, 
and the ability to borrow and invest with fewer constraints, and taken together 
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such reforms can help the Postal Service survive - if not thrive - well into the 
21st Century. To do so, legislative change must ensure that the Postal Service 
is allowed to establish postal rates that remain affordable, both to the major 
business mailers and the average American consumer. At the same time, those 
rates also must be sufficient to protect and support the infrastructure that 
universal service requires, and to provide postal employees with a decent and 
fair standard of living. Although much work remains to be done, the NPMHU 
plans to remain a part of the upcoming legislative process necessary to enact 
these statutory changes. There is a sense of optimism that appropriate reform 
of the Postal Reorganization Act could ensure a successful Postal Service for 
decades into the future. 

* * * 

The NPMHU strongly endorses the current process for collective 
bargaining under the Postal Reorganization Act, including initial face-to-face 
negotiations, followed by possible mediation or other dispute resolution 
procedures agreed to by the parties, and culminating, if necessary, in binding 
interest arbitration before an independent and neutral, but jointly selected, 
arbitrator. 

The current National Agreement between the NPMHU and the Postal 
Service covers the period from November 2000 through November 2006. 
Although it originally was scheduled to terminate later this year, the NPMHU 
recently reached an agreement with the Postal Service on a two-year extension 
to the contract that was overwhelmingly ratified by our members. There is 
every reason to believe, moreover, that the positive bargaining relationship 
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between the NPMHU and postal management will remain relatively stable into 
the foreseeable future. 

Nor is labor peace a recent phenomenon. Since the PRA was enacted in 
1970, the NPMHU and the Postal Service have engaged in thirteen rounds of 
full collective bargaining, eight of which (including the last three, in 1998, 

2000, and 2003) have resulted in voluntary agreements that were endorsed by 
postal management and ratified by the union membership. The other five were 
resolved through arbitration, with the results willingly accepted by both 
parties. Moreover, on at least three of the five occasions when the parties 
reached impasse and resolved their negotiations dispute through arbitration, 
the parties actually settled most open issues, and arbitrated only one or two 
issues that could not be resolved without an arbitrator’s decision. Even when 
arbitration does occur, there are no guarantees. Arbitration in the 1984 round 
of bairgaining created a lower entry rate for new mail handlers, and arbitration 
in the 1990 round produced three years without any general wage increases for 
mail handlers. Because both parties accept the process, however, even these 
clear management victories were implemented peacefully. 

The key advantage of the current bargaining process is its flexibility. 
Under the current statute, the parties to any bargaining dispute are allowed to 
devise their own procedural system for resolving their dispute. Thus, under 
the PRA, factfinding followed by arbitration is the default position, but the 
parties in prior years have used factfinding, mediation, arbitration, and 
multiple combinations of these processes to resolve their disputes. If the 
procedural changes recommended by the Presidential Commission were 
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adopted, however, this flexibility would be eliminated, and instead the parties 
would be constrained by rigid procedural rules that, in the NPMHU’s view, 
would not improve the bargaining process one iota. 

In contrast to the current flexibility, for example, the Commission stated 
that the “core ingredient” of its revised procedure for bargaining is to use a 
mandatory, meditation-arbitration or “med-arb” approach to resolve bargaining 
impasses. Under a med-arb approach, the factfinding phase now set forth in 
the Postal Reorganization Act would be eliminated and replaced with a 
mandatory mediation phase of thirty days, and if the mediation were 
unsuccessful, the appointed mediator would become one of the final 
arbitrators. The NPMHU, however, believes that requiring this med-arb 
approach would be counterproductive to the successful resolution of many 
bargaining disputes. (It bears noting, of course, that the flexibility now part 
and parcel of the PRA permits the use of med-arb, and it has been utilized in 
prior rounds of bargaining when the parties deemed it advisable.) Simply put, 
it would corrupt any attempts at mediation, by destroying the usual 
confidentiality of the mediation process, and making it impossible for either 
party actually to share its priorities with the appointed mediator. To quote a 
noted expert, “parties to a combined mediation-arbitration procedure are often 
reluctant to retreat from extreme positions or to reveal how they prioritize their 
interests. [This] reduces [the] likelihood of bringing about agreement. It also 
reduces the likelihood that the arbitrator will have an accurate view of the 


parties’ priorities.’ 
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Also part of the Presidential Commission’s recommendation is a proposal 
that would replace the parties’ current practice - which uses a three-member 
arbitration panel, in which each party chooses one arbitrator and then the 
parties jointly select one neutral arbitrator - with three professional arbitrators. 
In our view, this change would have extremely negative consequences for the 
arbitration process, as it would completely remove the parties’ respective 
representatives and their unique expertise from the arbitral decision-making 
process. It makes it much more likely that the eventual arbitration decision 
will be contrary to the desires of either or both parties. It also severely reduces 
the likelihood that the parties might be able to mediate and settle (or narrow) 
their dispute during the arbitration process. 

The Commission also has recommended that, after the arbitration 
decision is issued, the parties have ten days to review the decision and possibly 
bargain changes agreeable to both union and management. This proposal 
would be completely unnecessary if the current process allowing for each party 
to have a representative involved in the arbitration decision-making were 
maintained. It also poses problems for most unions, such as the NPMHU, that 
require membership ratification after any bargained agreement. 

The Commission also has recommended that the binding interest 
arbitration be required to use the “last best final offer” model, in which each 
party is required to submit a total package of proposals, and the arbitration 
panel is required to choose one or the other package, and cannot compromise 
between the two. In theory, this would place extraordinary pressure on both 
sides to produce reasonable, workable compromises that incorporate the 
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interests and priorities of both parties. Sometimes this model of arbitration 
would be helpful, but other rounds of bargaining would not be helped by 
requiring last best final offers. The current statutory model allows for last best 
final offer, and in fact it has been used in certain rounds of bargaining. But 
making such a system mandatory, through legislative change, would not be 
helpful, as it would remove the flexibility from the current system, which 
specifically allows the parties to use the last best final offer or any other 
process that they mutually believe would help to resolve the bargaining 
dispute. 

At bottom, no one involved in the bargaining process, including the 
Postal Service itself, has ever offered a convincing reason for amending the 
current statutory language into a set of locked-in, inflexible procedures that are 
certain to displease one or both parties at some point in the future. The 
current provisions, which grant flexibility to the parties to determine, in each 
round of bargaining, what procedures should be followed to best settle their 
dispute, should be maintained. An unjustified change in the statutory 
language is not reform; it simply is an unjustified change. 

I understand that the history of bargaining that 1 have described is not 
noteworthy of news coverage. It certainly would be more exciting if postal 
employees were covered by the National Labor Relations Act, like UPS 
employees, so that they could strike at each impasse in negotiations, or if 
postal employees were covered by the Railway Labor Act, like airline or railroad 
employees, so that Congress could be asked to intervene in labor disputes. 
Frankly, I believe the nation is better off with bargaining and binding interest 
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arbitration under the PRA than with those other models. Remember, when 
UPS suffered a total shutdown for several weeks in 1997, it was the Postal 
Service and its employees who willingly took on the monumental task of 
processing and delivering millions of additional packages during that UPS 
strike to ensure that the American economy was not damaged. 1 assure you 
that UPS could not substitute for the Postal Service if postal employees ever 
were to engage in a work stoppage. 

My description of postal collective bargaining also has the advantage of 
being true and accurate. To be sure, the actual facts and histoiy of postal 
collective bargaining contradict the rhetoric that often emanates from so-called 
postal commentators and critics. Remember, none of those commentators ever 
has sat at the negotiating table or otherwise engaged in collective bargaining in 
the Postal Service. Their real complaint - if they even had a complaint - is with 
the results of collective bargaining, not with the process. 

Our current contract or National Agreement provides mail handlers with 
semi-annual cost-of-living adjustments (COLAs) that guarantee small wage 
improvements approximating 60% of the increase in the Consumer Price Index. 
The existence of this COLA provision means that employees receive relatively 
small general wage increases. In the aggregate, wage increases in the Postal 
Service are non-inflationary. Since enactment of the PRA in 1970, postal wage 
increases have been less than the rate of inflation measured by the Consumer 
Price Index, and less than salary improvements granted by the federal 
government or by large employers in the private sector. For example, as of next 
month, when the next COLA payment is calculated, postal employees this year 
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will receive a wage increase of less than 2.5%, whereas federal employees are 
expected to receive 4.1%, and private-sector bargaining agreements are now 
averaging above 3%. 

Many also ask about the relationship of wages to productivity. During 
the past three decades, the productivity of mail handlers and other postal 
employees has increased dramatically, including notable increases in 
productivity during the past year. The Postal Service today processes and 
delivers more than 200 billion pieces of mail using approximately 725,000 
employees. Not too many years ago, approximately the same number of 
employees was used to process and deliver one-half as much mail. Through a 
combination of automation, improved mail flow, and other means, today’s mail 
handlers and other postal employees are more productive than ever before. 
Indeed, the Postal Service recently reported that 2004 will mark a record fifth 
straight year of positive productivity growth. 

There was consistent testimony before the Presidential Commission - 
from postal management, from the NPMHU and other postal unions, and even 
from a panel of highly-respected, neutral arbitrators - that the current 
collective bargaining process is working well. For thirty-three years, the parties 
have successfully used the current statutory process and avoided the labor 
strife and economic warfare that often characterizes private-sector labor- 
management relations. Arbitrators and participants all agree that the process 
has improved dramatically over the years, and may be a model for other labor- 
management negotiations. There is, in short, no reason whatsoever to amend 
the statutory provisions governing collective bargaining, or to otherwise adopt 
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provisions that would allow outside entities to interfere in the bargaining 
process. 

The NPMHU also strongly opposes calls for increased privatization that 
might be aimed at mail handlers or other postal employees. Privatization as a 
means of eliminating hundreds of thousands of career postal employees is 
more a political ploy than a practical solution. Even more pernicious, however, 
can be proposals to privatize smaller parts of the Postal Service through 
increasing the subcontracting of traditional postal work to private contractors. 

If countenanced, such subcontracting could mean that the Postal Service 
would lose the services of dedicated career employees at precisely the wrong 
time in our nation’s history. Not only do postal employees have a special 
understanding about how to process mail efficiently and effectively, but in 
recent years they have been especially adept at dealing with issues related to 
mail security, and working to protect the American public against anthrax 
attacks, mail bombs, or other haizardous materials or similar threats of 
terrorism that might, and sometimes actually do, find their way into the U.S. 
mail. The American public and Congress finally have recognized that only 
federsd civil servants, and not low-paid and untrained subcontracted 
employees, are capable of protecting our nation’s airports and border crossings. 
The nation needs similar homeland security for its mail. As with airport 
security, a dedicated workforce of professional postal employees is the best 
defense against those who would use the mail to harm our national security. 

It bears noting, moreover, that many examples of recent subcontracting 
by the Postal Service have been colossal failures. Approximately five years ago. 
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for example, the Postal Service decided to contract with Emery Worldwide 
Airlines to process Priority Mail at a network of ten mail facilities along the 
Eastern seaboard. Today, the work at those facilities finally has been returned 
to mail handlers and other career employees, but not before the Postal Service 
suffered losses in the hundreds of millions of dollars. At a recent meeting of 
the USPS Board of Governors, one Governor said publicly that the Emery 
subcontract was one of the worst decisions that the BOG ever had made. 

A similar story can be told about outsourcing of the Mail Transportation 
and Equipment Centers, or MTECs. Several years ago, about 400 mail 
handlers were displaced from these facilities, in favor of private-sector 
employees working for contractors who passed their costs on to the Posted 
Service. The Office of Inspector General has audited these contracts, and has 
concluded, once again, that the Postal Service has wasted tens of millions of 
dollars in the inefficient use of these contractors, and that the same work, if 
kept inside the Postal Service, would have been performed more cheaply. 
Congress should not follow the Presidential Commission’s suggestion to 
encourage similar errors with additional subcontracting. 

The Presidential Commission also has proposed that the PRA be changed 
to require the postal unions and the Posted Service to bargain over health 
insurance, pensions, and other benefit programs. In fact, the current 
employee-contribution rates for health insurance already are bargained, and 
the health benefits themselves - established through the Federal Employees 
Health Benefit Act - are universally acknowledged to be well maintained and 
well negotiated by the Office of Personnel Management. The NPMHU happens 
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to be the sponsor of one of the largest federal health plans, and I can assure 
you that if the Postal Service ever were to withdraw from the federal employees 
health system, chaos would be the result. As for pension benefits, with the 
passage last year of the CSRS-fix legislation, all pension benefits for postal 
employees are now fully funded. The Commission’s recommendation on 
bargaining benefits, therefore, is clearly aimed at guaranteed health insurance 
for postal retirees. The NPMHU sees absolutely no reason why promises of 
lifetime health insurance to postal employees should be subject to collective 
bargaining, especially when the federal government provides these benefits to 
federal employees through legislation, and many other large employers provide 
similar benefits. In any event, recent proposals from postal management would 
allow the Postal Service to ensure funding of these retiree health costs by using 
the escrow account now available because of pension overfunding. That is an 
appropriate use for those funds, and should be part of any postal reform. 


Finally, I would be remiss if 1 did not address the Presidential 
Commission’s attempt to analyze labor-management relations by looking at the 
number of pending grievances. For many years, the parties - both during 
collective bargaining and while contracts have been in effect - have worked 
strenuously to adjust the grievance process to ensure more timely and less 
costly dispute resolution. Most notably, a few years ago the NPMHU and the 
Postal Service agreed to produce a Contract Interpretation Manual or CIM that 
would set forth the parties’ joint interpretation on literally thousands of 
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contract issues, and I am extremely pleased to report that, last year, the CIM 
was finally published. This 300-page manual, as promised, is a compendium 
of the parties’ joint understanding on the meaning of their contract. Between 
July and October 2003, we jointly trained more than one thousand union and 
management representatives, from virtually every large postal installation that 
employs mail handlers, on how to use the CIM to resolve disputes without the 
need to file a grievance or proceed to arbitration. Early results are extremely 
encouraging, as the parties’ local representatives work diligently to settle their 
pending disputes and to prevent future disagreements. This is just one model 
for how the parties are able to resolve their own problems, without legislative 
interference. 

* * * 

Finally, let me emphatically state the NPMHU’s support for the positions 
recently stated by Postmaster General Potter with regard to the two financial 
issues that remain from last year's Civil Service Retirement System legislation. 
First, the NPMHU urges Congress to shift from the Postal Service, back to the 
Treasury Department, the retirement liability costs of postal employees whose 
military service occurred before they became postal employees. Continuing to 
impose this obligation on the Postal Service would transfer payment of more 
than $27 billion from American taxpayers to postal ratepayers, and we see no 
justification for such a transfer. Second, the Postal Service should be freed of 
the financial constraints included in the CSRS legislation, which requires the 
Postal Service to put CSRS savings beginning in fiscal year 2006 into escrow 
pending congressional review. This requirement, if allowed to continue, would 



187 


17 

negate the benefits that the CSRS legislation made possible, and would 
unjustifiably impose higher than necessary rate increases on the Postal Service 
and its customers. As the representative of employees who desire a strong and 
successful Postal Service, the NPMHU sees no justification for continuing this 
escrow arrangement. 

Thank you for allowing me to testify. I would be glad to answer any 
questions you may have. 
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Mr. McHugh. Thank you very much, President Hegarty. 

Gentlemen, as I have said, we deeply appreciate you being here 
today. This is, as Yogi Berra said, “deja vu all over again” for many 
of us. We have had private meetings, we have had previous hear- 
ings that your organizations have been represented at, and I do not 
want to beat the proverbial dead horse. Also, I would add that your 
statements are very, very comprehensive in your analysis of the 
challenges, your analysis of particularly, as we asked you to do, the 
President’s Commission recommendations and findings. 

What I would like to hear, because Congress sometimes has trou- 
ble walking and chewing gum at the same time. We cannot have 
too many brails in the air, and while I do not for a moment mini- 
mize the incredible breadth 

[Public announcement interruption.] 

Mr. McHugh. But in any event we have an excellent profile of 
the concerns of the issues that you deem important, but if you had 
to individually name for us the one or two issues that you feel a 
postal reform bill must include, in other words, without those par- 
ticular components, it is useless, what do you tell us would have 
to be in such a bill? And I will start with Bill Burrus. 

Mr. Burrus. I think it is absolutely essential in addressing the 
future needs of the Postal Service, if reform means putting the 
Postal Service in a position, financial position to provide universal 
service to the American public far into the future, I think the abso- 
lutely essential issues that must be resolved are those that sap the 
financial resources of the Postal Service. During my testimony I 
listed three that add up to some $123 billion of cost to be imposed 
on the Postal Service. I am not aware of any other modification 
that is under consideration or that is on the radar screen within 
the realm of possibility that would generate one fifth of that obliga- 
tion that is being imposed upon the Postal Service, through the es- 
crow and the GSRS and the prior Federal service. And on top of 
that is the interest in requiring that the Postal Service fund their 
health care for their retirees. If you add that on top of the $120 
billion, you are talking about now almost $180 billion of financial 
obligation of the Postal Service during a period where there are 
those who say the Postal Service is in a death spiral, it will be ill- 
equipped to fund. 

So, I do not know of any other — we went through a period in the 
1980’s where reform of the Postal Service was changing the logo; 
we reinvented the postal logo, changed the colors of the Postal 
Service, did the mail boxes and all the trucks under the umbrella 
of reform. I think fundamental to the Postal Service and its ability 
to exist in the future is money and almost $200 billion in costs. If 
you do flexible rate setting, it is not going to generate $200 billion. 
If you permit us to compete with UPS and FedEx, compete in other 
markets out there, there is no possibility you are going to get any- 
where near $200 billion. 

So, if I were to select a single issue I think stands alone, I do 
not think there is even a close second that one has to address the 
three main issues and somehow address the health care for retir- 
ees, because it is going to continue to surface over the years. So 
that $200 billion has to be addressed. I think anything else while 
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we are seeking and achieving reform, I think we are whistling into 
the wind. 

Mr. McHugh. Thank you, sir. President Young. 

Mr. Young. From my perspective the most important element is 
the perseverance of universal service. That to me is the linchpin of 
the whole organization. If we do not have that, I think everything 
else tumbles behind it. 

The second most important thing to me would be to work on the 
business model. Thirty years ago, when the Postal Reorganization 
Act was enacted, we did not have computers, e-mails and things 
like that were just distant dreams. We have to change the struc- 
ture of the way the Postal Service is allowed to operate so that 
they can be competitive in the Internet age. 

So those are my two issues, and I think those are the essential 
points. Of course, I am very concerned about collective bargaining, 
but that would be a definite element of the second issue that I 
raised. But the key one, the most important one above all, is perse- 
verance of universal service. 

Mr. McHugh. Thank you, sir. 

Mr. Holton. And I agree wholly with the universal service at an 
affordable price for everybody, but in order to maintain that I also 
believe that you have to do something with the business model in 
the form of pricing flexibility to allow the Postal Service to have 
a little bit better way of trying to establish prices as they need to, 
rather than waiting 18 months after they determine they need a 
rate increase. And then 18 months later, they finally get it, only 
to find out that fuel costs have gone up and other expenses have 
gone up to where now they have to ask for another one. So I would 
say universal service and improving the model through pricing 
flexibility are the main things at an affordable cost. 

Mr. McHugh. Thank you, sir. Mr. Hegarty. 

Mr. Hegarty. I agree with my colleagues. I also feel the escrow 
account and the military retirement money is very important to the 
survival of the Postal Service. But I would also like to say one 
thing that should not be done through postal reform, and that is 
to change the collective bargaining along the lines of what the 
Presidential Commission is recommending. And I am sure you have 
seen it in all of our testimony. 

You have 750,000 dedicated career craft employees, management 
employees, we work weekends, we work nights, we work 24 hours 
a day, 7 days a week. And I think cutting postal employees’ pay 
and benefits or subjecting our current collective bargaining system 
to the draconian changes that have been recommended, could have 
a drastic effect on the morale and wellbeing of all of our employees. 
And I think that is the essence of the organization — the dedication 
of these front line employees that do the work day in and day out. 

Mr. McHugh. Thank you, gentlemen. Mr. Davis. 

Mr. Davis. Thank you very much, Mr. Chairman. 

Gentlemen, let me thank you for your testimony. Oftentimes, 
when we talk about finding economies of scale and when we talk 
about finding the most efficient and effective way of providing a 
service or producing a product, we hear about downsizing, 
outsourcing and privatizing, especially as that has been related to 
anything connected with government. What impact do you think 
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these concepts would have on restructuring the Postal Service and 
on the memberships that you represent? 

Mr. Burrus. I have enjoyed a 50-year career as a postal em- 
ployee and throughout that period the Postal Service has always 
been in a period of flux of people. There is no real security in postal 
jobs except against layoff. Employees currently in the city of Chi- 
cago, some 200, 300 or 400 employees are facing the possibility of 
being reassigned outside of their work location, the office in which 
they have spent all of their working lives. So that is a part of post- 
al employment. It is something we do not like but it is part of post- 
al employment. We have attached that protection against layoff, 
but within those very broad parameters, employees are reassigned 
from post to post. 

In this discussion of reform the Commission made the rec- 
ommendation of applying an economic model to rural post offices. 
If they were not self sufficient, there would be authority to close 
them, based upon economic issues. Plus, applying a BRAC model 
to the consolidation of plants. As a service agency, I think that the 
Postal Service’s fundamental obligation is to the American public 
and that on occasion it is at odds with making a profit in a specific 
location. So for the job protection of the employees and for the con- 
tinuation of universal service at universal cost to all Americans, we 
believe there should be some stability; in those very broad param- 
eters, there has to be some stability. 

Now we are entering an age in our society where workers’ chang- 
ing jobs 20, 30, 40 times is expected during their working life. I 
guess you could apply that to postal employees where they are not 
really changing jobs, they are just changing work locations, but in- 
dividually it causes a lot of unrest, and a lot of uncertainty, and 
a lot dislocation for the employees. So we would hope that what- 
ever this new business model — and we use all these cliches to de- 
scribe the future — reform, business model — what are we going to 
do? Let us put on the table what it is we are going to do, and I 
am saying there should be some continuation of service to the 
American public at reasonable cost without paying greater concern 
for the interests of the major areas of the country. 

Mr. Davis. Mr. Young. 

Mr. Young. Congressman Davis, as the committee wrestles with 
the issues of postal reform, I hope there comes a time when things 
other than finances are examined. I do not like to politicize a trag- 
edy, but there has been some conversation around the table, you 
all have been victimized by it yourself, by bio-terrorism and the re- 
sults of bio-terrorism. And when I testified before the Commission 
I reminded them, “just think what would happen if we had a frag- 
mented or privatized Postal Service with 60 or 70 companies in- 
volved in the mix.” How would we ever contain that as quickly and 
as well as we did, notwithstanding the fact that it took the lives 
of two of Bill’s members? So, it was not quick enough. 

I just think that you have to decide as a public policy matter, 
what role you want the Postal Service to play, and more impor- 
tantly what role do you want the postal employees to play. Then 
it comes down to balancing that with the needs of the business 
community, the mailers, and the people that are footing the bill for 
the cost of the Postal Service. And I hope that this committee looks 
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really carefully at the Commission’s recommendations because I 
am very concerned about giving too much authority to an independ- 
ent regulator who would not be responsible to any of you, in the 
area that I will just coin as public policy arena. Why let an inde- 
pendent regulatory body determine what constitutes universal 
service, when you all are the ones that are going to hear the com- 
plaints from it? If they cut service off in Chicago, they are not 
going to go to the independent regulator to complain, they are 
going to come to you. So I would think if I were a Congressman, 
I would want to keep some control of that, so I could be responsible 
to the people that I represent. 

And I just hope as we get through this — it seems like everybody 
focuses, and I understand this, on the finances, because right now 
we are in financial trouble. And I am not saying you do not need 
to focus on that, I am saying I hope and I pray that does not be- 
come the sole focus of postal reform. There is a lot more needed 
than just what financially would put us in a better position, in my 
perspective. 

Mr. Holton. And when you talk about universal service, if you 
talk about the service that my members provide, we are usually 
the last mile of the way, when it comes to delivering the Postal 
Service, and we serve a lot of customers in rural America who, if 
you change the Postal Service too much — and I think you used the 
word awhile ago — privatization — if privatization comes along that 
is we have to make a dollar and we have to satisfy stockholders 
and shareholders. But if you are going to define universal service, 
it has to include those people that live at that last mile of the last 
rural route, wherever it happens to be. And you have to be careful, 
because if you start breaking it apart, those are the people in 
America that are going to be most affected, because where the 
work gets done the most is where it is going to be most profitable. 
And then you are going to have a Postal Service that is fragmented 
and it is not going to provide that universal service. 

So I would hope that we would pay close attention to that as we 
move forward and realize that the Postal Service is one of the insti- 
tutions of America. A study that was done by the Presidential Com- 
mission itself found it was one of the most admired, trusted agen- 
cies in the government. They all believe that the Postal Service has 
done a good job as it is. But we just have to find ways to make 
sure that that universal service can continue without affecting the 
price too much. 

Mr. Hegarty. While downsizing is happening now. Congressman 
Davis — I noticed in your opening remarks you said you were con- 
cerned about excessing, we are concerned about that as well — we 
have a protection built into our collective bargaining agreement 
that when excessing occurs at a location, any inconvenience to em- 
ployees should be cut to a minimum. To that end, we have estab- 
lished a task force with the Postal Service at the headquarters 
level to meet on Article 12 issues, whether it be moving employees 
from plant A to plant B, because of a consolidation, or whether it 
be just downsizing a specific plant. So we are working with the 
Postal Service, but it is a big concern of the Mail Handler Union. 
And we do not want downsizing and excessing to take place just 
for the sake of change. We want it to be legitimate. 
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And it leads me to the Postal Network Optimization Commission 
that the President’s Commission recommended, which I think is a 
terrible idea. I think that takes the flexibility and the decision- 
making authority away from the Postal Service, to make the deci- 
sions that they need to make as a business, and puts it into some- 
body’s hands who I do not think would understand the business. 
So we are against the PNOC, as it is called. 

As far as outsourcing, I think outsourcing, subcontracting, what- 
ever you want to call it, has been shown to be a failure many times 
to the Postal Service. A prime example is the Emery contract for 
the processing of priority mail. That contract lasted for 4 or 5 
years; it was a colossal failure. It cost the Postal Service millions 
of dollars and it showed that postal employees process that mail 
more efficiently and better than a private company could, and I be- 
lieve the Board of Governors’ Nick McWhorter commented that it 
was the biggest mistake that the Board of Governors ever made, 
authorizing the outsourcing of the priority mail network. We have 
a similar situation now with the mail transport equipment net- 
work. It was subcontracted and I believe a recent study showed 
that the figures that was based on were incorrect, and that the 
Postal Service is actually losing money on that deal as well. 

As far as privatization outright, having private companies per- 
forming some of the service, I agree with President Young on that. 
I think it would be a nightmare, to try and track packages or let- 
ters with a biological or hazardous material in them. The other 
thing is we cannot lose sight that private companies are in busi- 
ness to make money. They are not in business to provide a service 
to the American people, and that is what the Postal Service does, 
and we do not want the service to suffer. 

Mr. Davis. Thank you very much, gentlemen. Thank you, Mr. 
Chairman. 

Mr. McHugh. I thank the ranking member. Just for the record, 
I want to respond to President Young’s comments on universal 
service which, given my district where my largest community is 
29,000, I kind of have an interest in that. I totally agree personally 
with what you say. I would be willing to bet, and we have been 
talking to Danny Davis and his people and the ranking member on 
the full committee, Henry Waxman, that we are going to have for 
the first time — ^because as you gentlemen know there is no defini- 
tion of universal service. And that concerns me, because I think the 
inclination in these fiscally challenging times would be to define it 
less than what I would like to see, that we have the Postal Service, 
not an independent body, look at it and then come back to us, be- 
cause that should be — I agree. Bill, that should be our prerogative, 
and our responsibility, because you are right, if we lose coverage 
to Pierrepont Manor — and nobody in this room except maybe Rob- 
ert Taub, my chief of staff, knows where that is, and that is where 
I live, with about 214 people — if they lose universal service, they 
are not go anywhere but — they know where I live, put it that way. 
So, that is an important issue, and I promised not to editorialize 
too much any more. With that I would be thrilled to yield to my 
friend and colleague from Virginia, Mr. Schrock. 

Mr. Schrock. Thank you, Mr. Chairman. 
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As you noticed from some of the testimonies, when they were 
talking about the Members of Congress who have been very in- 
volved in this, my name was not there. I asked to be on this panel, 
I know it is a big issue, I want to understand it, because I have 
to make the same vote Mr. Davis, Mr. McHugh make, and the bet- 
ter I understand it, the better educated I am going to be when it 
comes time to vote. That is why I wanted to be here, and listening 
to your testimonies is very, very valuable to me. The more I hear — 
it is too bad that every Member of Congress cannot hear this, be- 
cause it impacts every single constituent of every single Member 
and I think the more they learn, the more they understand, the 
better they are going to be when it comes time to vote on this 
sometime down the pike. 

I have several questions, but I am going to have to narrow them 
down to a couple. I want to start with Mr. Burrus. In your testi- 
mony, you called the Commission’s recommendation to limit future 
worksharing discounts to costs avoided simply not good enough. 
How do you suggest deriving a system to share those costs to pre- 
serve important customers and yet maintain universal service? We 
are talking about universal service. I would be interested to know 
what your opinion is on that. 

Mr. Burrus. I think the effort to develop a system to determine 
whether or not worksharing discounts exceed or are under the costs 
avoided by the Postal Service, is a task that should be best left to 
the Postal Service and not be considered by Congress. All our union 
seeks is a simple statement that if there are to be worksharing dis- 
counts, and there will, they should not exceed costs avoided. Not 
to get into these specifics of any specific discount but to set the 
standard, set the bar that all future and all past discounts will be 
measured against. That is our objective. Human interaction leads 
to abuses and argument suggests that interaction has led to dis- 
counts that resulted in the Postal Service subsidizing private enti- 
ties. 

If we perform a service that has a certain value to it, if the pri- 
vate sector performs that service they should do it cheaper than 
the Postal Service, or at least at the same cost. We have absolute 
proof and we are willing to slug this out before the Rate Commis- 
sion, or whatever body is set up, to prove our case. But we know 
without any doubt that there are great incentives added to those 
discounts to continue those private entities in their business en- 
deavors. 

A large enterprise out there has hundreds of millions of dollars 
invested, and that is all dependent upon the setting of the discount. 
So questions come into play, not only whether or not it exceeds the 
costs avoided, but what the impact of that discount would be on 
that newly established business in the private sector. And we think 
that is becoming very dangerous, the payers of those mistakes are 
the average ratepayer. I took to the committee the other day two 
letters I received at my home, both first class. One, the postage 
paid was 37 cents the other was 27 cents. The one for 27 cents was 
put in the Postal Service in Greenville, NC. The one for 37 cents 
was put in the post office in Washington, DC. So, the 27-cent piece 
had no transportation, I mean it had transportation cost attached 
to it, the 37-cent piece had no transportation attached to it. Yet, 
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there was a 10 cent difference in the postage paid for two first class 
pieces. And I think those judgments — there should be a standard 
fee applied, a perfectly reasonable standard. 

Mr. SCHROCK. Help me understand why the 30 — I should know 
this but, help me understand why the 37-cent did not have a trans- 
portation cost. 

Mr. Burrus. It was put in the mail in Washington, and I live 
in Washington. 

Mr. SCHROCK. OK, I guess I think everybody lives in Chicago, 
and they do not. I understand. 

Mr. Burrus. While the one put in the post office in Greenville 
had to be taken to Washington. 

Mr. ScHROCK. I see. 

Mr. Burrus. It paid 10 cents less postage than the other piece 
that they could have delivered to me by hand. 

Mr. ScHROCK. Now I should know the answer to this too. Who 
sets the rates for the businesses, is it you all or is it 

Mr. Burrus. No, the Postal Rate Commission. 

Mr. ScHROCK. Postal Rate Commission. 

I want to ask all of you this question. This is one that has been 
on my mind for a long time, and I find it interesting, your views 
on the ability of the Postal Service to participate and compete with 
businesses in non-postal areas. Folks at the D.C. headquarters de- 
cide what businesses to get into and it is your members that are 
responsible for implementing them. And do you think there should 
be limits on business ventures by the Postal Service? 

Mr. Young. My view is I do not know about limits. Congress- 
man, but I definitely think the Postal Service has got to be allowed 
to explore new sources of revenue, because unlike my colleague to 
my right here I am pretty much convinced that this loss of first 
class mail is not a cyclical thing, it is something that is being cre- 
ated by the alternate electronic means that are available to people, 
and in my judgment this problem is going to get worse and worse 
as we go along and not better and better. 

Having said that, I have been meeting with some of the competi- 
tors, to be honest with you, and I have been talking to the CEO 
of UPS and other competitors, because I understand that allowing 
us into some markets can be trampling on other people’s — where 
they are at now, and they are going to have some concerns with 
that. In my testimony, I suggested to you all that I think we can 
strike a balance, if everybody is interested in the survivability of 
the Postal Service — and look, the CEO of UPS told me they do 
$200 million worth of business with the Postal Service every year, 
that they are not interested in carrying letters, that their business 
is packages and really packages over 1 pound. So I was encouraged 
by that. I just think what should happen is we ought to take the 
approach that my union has been taking since 1993 to be honest 
with you. We have been meeting with all of the stakeholders and 
trying to consider everybody’s view and trying to let everybody get 
into this so we do not cripple anybody or hurt anybody. All of us 
working together have the same objective: to improve the viability 
of the U.S. Postal Service because it serves us all, in one capacity 
or the other. 

Mr. ScHROCK. Dale. 
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Mr. Holton. I do not know that I have an opinion on non-postal- 
related business, and what I think of are retail items in the postal 
lobby, which I look at as more of a convenience for customers that 
promote — if you look at a lot of it, promote philatelic items, maybe 
T-shirts and mugs, and that kind of thing. But, I understand what 
Bill is saying about the other things out there, that the Postal 
Service needs to have the ability to look into the other ventures 
that might be postal related, and if they are not then those things 
need to be carefully monitored to make sure we do not get into a 
different business. 

But I have always taken the perspective that the Postal Service 
is a business that has to survive and do whatever it can, as long 
as it is within the bounds of what the law says. So I guess that 
is where I am with non-postal-related business ventures. What we 
can do to help the Postal Service survive I would be in support of, 
but I would not want it to go too far to a point where it infringes 
on other people, other business. 

Mr. SCHROCK. Other commercial ventures. 

Mr. Holton. Right. 

Mr. SCHROCK. Mr. Hegarty. 

Mr. Hegarty. I believe they should be allowed to engage in retail 
operations that are reasonably related to the postal business. As 
Dale mentioned, T-shirts, lapel pins, if some one buys a T-shirt, 
hats, things like that — if they buy a T-shirt or something like that 
at the post office while they are buying stamps I do not think that 
hurts any competitors. I do not think that is one less T-shirt they 
are going to buy. 

Mr. SCHROCK. But if you start selling groceries, that is where it 
stops. 

Mr. Hegarty. There you go. If they can engage in moneymaking 
ventures that will help them maintain universal service, although 
we have not defined it yet, or help them keep their head above 
water financially, I think it is a good thing for the Postal Service. 

Mr. ScHROCK. That is probably something we need to do, clearly 
define universal service. Because is it here, is it here, is it here. 
Mr. Burrus. 

Mr. Burrus. Yes, I support the Postal Service’s right, new right, 
to engage in new enterprises, understanding clearly that it is open- 
ing up Pandora’s box. There will always be the question of cross- 
subsidization. 

Mr. ScHROCK. Cross what? 

Mr. Burrus. Cross-subsidization: taking the profit from first 
class mail that is protected by the monopoly and using that profit 
to subsidize a new market. There would be the other issues of 
whether or not the business the Postal Service is entering is best 
served by the private sector and whether or not a government 
agency should be involved in such activities. It would open up a 
whole range of issues that the Postal Service would have to re- 
spond to, but I do favor their expanding their base. 

There are many services we can perform in our current environ- 
ment. The recently passed Medicare legislation, prescription drugs, 
there is no better vehicle to provide that service to the American 
public than the U.S. Postal Service. We are in every community. 
We already serve as a service with draft registration, and other 
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places that have a hard time with their drivers’ licenses, particu- 
larly Washington, DC, they could use some postal facilities for 
something like that. 

So we could expand under our existing charter, hut I do favor ex- 
panding that charter to permit commercial. I caution everyone, the 
Postal Service has had attacks upon its share of the market in the 
past. We have survived the telephone, the telegraph, and I believe 
we will survive technology. 

Mr. SCHROCK. You will survive these things. 

Mr. Burrus. Yes, I think we will survive, because every day I 
look at my mailbox. My mail is not determined by the number of 
letters I have sent, the mail I receive goes up every month, every 
month. I receive more letters today than I did 10 years ago. 

Mr. SCHROCK. Oh, I am on every sucker list in the world. Yeah, 
I really am. 

Does the sale of those items like the hats, the shirts, the cups, 
does that really impose a hardship on those great folks behind the 
counters? 

Mr. Burrus. I was pleased to hear from the Mail Handlers that 
they would like for my members to sell T-shirts and caps; we have 
been there, done that. That was not a major revenue generator. It 
caused some distraction in our lobbies. If they expand their base, 
I certainly would not suggest that they go into the direction of T- 
shirts and mugs. 

Mr. SCHROCK. And if it is not a major revenue generator, why 
are they doing it? 

Mr. Burrus. In most places, I think they have scaled back, they 
are not doing much there. 

Mr. ScHROCK. Oh, they are not, OK. 

Mr. Burrus. It was, by and large, a failure. 

Mr. SCHROCK. Thank you. I have really enjoyed listening to you 
all. Thank you, Mr. Chairman. 

Mr. McHugh. I thank the gentleman. I promised not to editorial- 
ize, but I was lying. I happen to be one of the people that believe 
that parcel post and packages by the Postal Service is not compet- 
ing against the private sector. I happen to believe the private sec- 
tor is competing against the Postal Service, because long before 
there were these — and they are wonderful companies — these pri- 
vate companies doing this, the Postal Service was doing it. And I 
know, back to Pierrepont Manor, you remember that I mentioned 
it a few moments ago, when you use one of these private companies 
you get a surcharge because you are in a zip code that is not quite 
as profitable. I think it is interesting that some of these private 
companies have created a relationship with the Postal Service 
whereby you are carrying their packages the last miles. So I mean, 
I reject that, I do not think there ought to be a Postal Service used 
car lot, and we need to ensure that we are focusing the 

Mr. SCHROCK. I think some Members liked that, they shook their 
heads yes. 

Mr. Young. Selling cars. 

Mr. McHugh. Under the current law you could. So, I mean, we 
have to strike a balance here, and I do think there are things we 
can do, in fairness to private companies, to level that playing field 
absolutely, and we need to do that. 
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I would also like — just a question, because I know Bill Burrus 
said he had been in there 50 years. 

Mr. Burrus. 1954. 

Mr. McHugh. Now you are under oath, Mr. President. How old 
are you? Yeah, and then my colleague, from Virginia, says, “Were 
there not child labor laws back then?” 

Mr. Burrus. You want on the record my age under oath? 

Mr. McHugh. You can take the fifth. 

Mr. Burrus. 67. 

Mr. McHugh. Are you really? God bless you. You do not look it. 
I would like to say I would like to look that good when I am 67; 
I would like to look that good now. That is remarkable, my com- 
pliments to you. 

Mr. Davis, do you have any further questions? 

Mr. Davis. No, I am satisfied with listening to this panel and, 
you know, I want to invite them back again when the weather is 
a little different, but we were pleased that they have been here. 

Mr. McHugh. Sir? 

Mr. Young. Could I just have an opportunity to — I would just 
like to put one thing on the record if I could. I was advised of the 
outcome of the Senate hearings yesterday, and I want to issue a 
formal apology to the Congress on behalf of the members of the Na- 
tional Association of Letter Carriers. As I reflect back over the 
years, I think too often we ran to Congress and complained because 
we were unable to adjudicate our diferences with postal manage- 
ment. And I think what gets done is that led a lot of 
Congresspeople to think that we need your assistance. And I just 
wanted to — in the arena — we definitely need your assistance, be- 
lieve me when I tell you that, but in the arena of collective bargain- 
ing I just want to have one last chance to convince you that I am 
now of the mindset that was just because we were not sophisti- 
cated enough to deal with the issues we had to deal with. And I 
am more encouraged now than ever that the capacity to engage in 
meaningful labor relations is built into the system that we have, 
it does not need to be messed with. And I am terrified that some- 
body is just going to discard the 34 years that it took us to learn 
this process and replace it with something that is going to make 
us start all over again, and then there will be screaming and hol- 
lering when neither one of us can make an immediate adjustment 
to it. 

So I thank you, for giving me that opportunity and on behalf of 
over 300,000 active and retired letter carriers, I apologize if we 
have misled Congress into believing that we are unable to deal 
with our own labor relation issues. And I am here to tell you that 
I do not feel that way and my members do not feel that way, and 
I hope that the past has not done too much to be able to convince 
you that is not so. And I thank you for allowing me to say that, 
sir. 

Mr. McHugh. Well, President Young, I appreciate that. You 
know, as I mentioned in my opening comments, we worked very 
hard over more than 8 years to try to do something that is nec- 
essary, do something that is positive, and do something that is 
achievable. I mean, we could go through the academic exercise of 
talking about postal reform, and I have been doing it now for over 
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8 years. The only true measurement on Capitol Hill of success is 
passing a bill and getting it signed, and the agreement we had last 
year, for a whole host of reasons, put aside, did not bring into its 
context the kinds of things that you are talking about. 

I fully respect the President’s Commission in the recommenda- 
tion that they made in this area. They were charged to look at the 
full range of issues and they did, I think, outstanding work. But 
speaking for myself, I do not see a political small calculation that 
allows us to go in and address the issue, particularly that you just 
spoke about, in a successful way. And I do think we need to take 
some positive steps, and I might be proved wrong there, I am not 
trying to prejudice this process, and we are trying to keep an open 
mind and we will. Your apology is appreciated. I am not sure it is 
necessary, but it is appreciated and taken not just for the record, 
but into our recognition. 

So, gentlemen again, thank you, I was trying to be, and I hope 
I was very sincere about the amazing work that your employees do. 
And the service that you provide to every American, each and 
every day, God bless you. Thank you. 

[Pause.] 

Mr. McHugh. I would like to welcome the members of our sec- 
ond panel. And as happened with the first panel, the first order of 
business, prior to my having the honor of introducing them, is to 
ask them to rise and raise their right hands, so we can do the oath 
as required under the committee rules. 

[Witnesses sworn.] 

Mr. McHugh. The record will reflect all three of our distin- 
guished panelists responded in the affirmative. 

We have next, in the order they are presented here and in the 
order I see in which they are seated, Mr. Olihovik, who is national 
president of the National Association of Postmasters of the United 
States. Now we welcome Mr. Steve LeNoir, president of the Na- 
tional League of Postmasters, and Mr. Vincent Palladino, president 
of the National Association of Postal Supervisors. Vince, good to see 
you again. Gentlemen, thank you so much for being here. Thank 
you for you patience. 

As I noted with the previous panel, we do have your written tes- 
timony, and without objection they will all be entered into the 
record in their entirety. Hearing no objection, so ordered. To the ex- 
tent it is possible, we would ask you to summarize those, and gen- 
tlemen, our attention is yours. 

So, with that. President Olihovik, welcome sir, we look forward 
to your comments. 

STATEMENTS OF WALTER M. OLIHOVIK, NATIONAL PRESI- 
DENT OF THE NATIONAL ASSOCIATION OF POSTMASTERS 

OF THE UNITED STATES; STEVE D. LENOIR, PRESIDENT OF 

THE LEAGUE OF POSTMASTERS; AND VINCENT PALLADINO, 

PRESIDENT OF THE NATIONAL ASSOCIATION OF POSTAL SU- 
PERVISORS 

Mr. Olihovik. Mr. Chairman and distinguished members of the 
committee, on behalf of the 42,000 members of the National Asso- 
ciation of Postmasters of the United States, I welcome the oppor- 
tunity to share with you my thoughts regarding the need to update 
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the Postal Reorganization Act of 1970. I would be remiss if I did 
not thank you, Mr. Chairman, for your strong leadership with the 
introduction of the Postmasters Equity Act recently signed into law 
by President Bush. Congressman Davis and Congressman Schrock, 
you also have my deep appreciation for your strong support for that 
bill as well. 

The consistent erosion of first class mail even in times of plenty 
is an ominous sign for the Postal Service. During the third quarter 
of last year the Gross Domestic Product rose by an impressive 8 
percent. Yet, the Postal Service projects a 3.2 percent drop in first 
class mail volume. 

As you know, this committee assisted the Postal Service, if only 
temporarily, by passing Public Law 108-18. The CSRS legislation 
provided a short reprieve; however. Congress needs to revisit the 
issue as part of your postal reform effort. It is important to reverse 
the decision to shift the military retirement liability onto the Postal 
Service. In addition, the Postal Service must be permitted to use 
the escrow that will accrue as the result of the CSRS recalculation. 
Over the last 2 years, the Postal Service has successfully reduced 
costs to balance shrinking revenue. However, the Postal Service 
cannot continue to chip away at costs without influencing the qual- 
ity of mail service that Americans expect and demand. Rather, we 
need the tools and flexibility that are essential to grow revenue. 
President Bush has emerged as a strong ally in your effort to push 
forward. 

The fundamental mission of the Postal Service remains unchal- 
lenged. The institution performs an inherently governmental func- 
tion and it should continue to provide affordable universal postal 
services. This policy matter Congress must reserve to itself and not 
delegate to a postal regulator. Universal service encompasses a na- 
tionwide retail and delivery network that reaches into every city 
and town. It is clear that under current law and postal regulations, 
the Postal Service may, and in fact does, close post offices. This au- 
thority is not to be taken lightly. NAPUS urges Congress to reject 
attempts to weaken those rights afforded to American commu- 
nities. In many situations, this is the only opportunity for commu- 
nities to appeal post office closures. 

NAPUS has worked with communities in safeguarding their legal 
rights to protect their post office. As part of this effort, NAPUS 
publishes and circulates “The Red Book: A NAPUS Action Guide 
for preventing the Closing or Consolidation of Your Post Office.” In 
addition, NAPUS has worked closely with the Congressional Rural 
Caucus to safeguard a community’s due process rights. Mr. Chair- 
man, I request that the committee include the NAPUS Action 
Guide as part of the official hearing record. 

Mr. McHugh. Without objection, so ordered. 

[The information referred to follows:] 
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a NAPUS 
Action Guide 

for preventing the 
closing or consolidation 
of your post office 
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• Purpose ■ 

he purpose of this guide is lo provide the information necessary in the event a post 
office comes under consideration for closing or consolidation. The guide is designed 
to help prevent the nrfeifrar/closingorconsoli- 
dation of any post office. 

Title 39, United States Code, Section 404(b), 
is the law of the land in regard to the closing and 
consolidation of post offices. Regulations out- 
lined in Sections 1 23.6 and 123.7, of the Postal 
Operations Manual, U.S. Postal Service, also ap- 
ply. ft is vital that those who will be involved in 
helping prevent post office closings and, possibly, 
later appeals, be very familiar with both the U.S. 

Code and the USPS regulations. 

We cannot emphasize too strongly that the 
protections afforded by these laws and regula- 
tions are of no value if they are not put to proper 
use. The entire NAPUS organization is available 
to you for assistance. Please let us know your 
needs. 

Those who would privatize the United 
States Postal Service remain our biggest threat 
with respect to wholesale closings. It is impor- 
tant, therefore, that we be on the alert to possible 
actions by the USPS to close or consolidate our 
po.st offices. 
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General Procedures 

■ 


he following are some of the more important 
aspects of the laws and regulations governing the 
closing or consolidation of post offices. 

1. A decision to discontinue or suspend services of 
a post office must addrcs.s each of the tdliowing mattere: 

(a) responsiveness to community postal needs; 

(b) effect on the community: 

(c) effect on the employees; 

(d) an analysis of the economic savings to the 
Postal Service; 

(e) other factors, and 

(f) a summary that explains why the proposed 
action is necessary (POM, 123.634, a through f). 

1. The time frame (POM, 123.612) calls for a 60- 
day period for public comment after the release of the 
proposal to close. After comments are received and the 


Postal Service decides to proceed, the proposal is sent 
through channels to the Chief Marketing Officer and 
Senior Vice President. 

If the closing or suspension is approved at 
Headquarters, the district manager will post such final 
notice in the affected post office. No office can be closed 
sooner than 60 days after this posting. The law then pro- 
vides a very important 30 days for appeals by the cus- 
tomers to the Postal Rate Commission (PRC). The PRC 
then has 120 days for review. 

3. An active postmaster, being part of manage- 
ment, must be careful not to take an open and active 
stand against a post office closing, ft is fine to know 
what to do and to answer questions from the public. It 
would be quite another thing to become so active in the 
matter as to put yourself in jeopardy. Good judgment 
must rule. 



Suggestions for Action by Customers of Post Offices 


1. Organi 2 ation of your eftdrt is vital to any cause. 
This will allow you to share common information and 
purpose. 

2. Circulate a petition to keep the post office open 
with a postmaster as the local manager (sec sample peti- 
tion on pages — Ed). 

3. It should be considered whether an attorney is to 
be retained, and if so, how the cost will be handled. 

4. The Postal Service will probably distribute ques- 
tionnaires to those affected in the community. The local 
group should be ready for this and see tl\at the proper 
replies are made. Replies should address, as appropriate, 
the five factors as prescribed by law that the Postal Service 
must follow in making a determination to close or consol- 
idate ( Title 39, United States Code, Section 4(M{b).) 

5. It is important to schedule a public organiz- 
ational meeting prior to the postal-sponsored meeting, 
preferably the same day or night, an hour or so before 
the postal meeting. I his overcomes the difficulty of get- 
ting citizens out to two meetings on different days. 

Invite retired postmasters of the NAPUS closing pre- 
vention committee to the meeting to explain the conse- 
quences of the proposed closing, inform the citizens of 
their rights under law to protest the closing or consolida- 


tion and answer any questions that may be asked. Also, 
this meeting will allow the citizens to appoint several 
good si.>eakcrs to make their protests at the postal hearing, 
thus averting contradictions among those in attendance. 

Planning should include consideration of retaining 
an attorney and means for paying for such legal aid, 
identifying an individual who can videotape the entire 
procedure of the postal-sponsored meeting and appoint- 
ing someone to record all the procedures of the postal 
meeting, as well as recording the names and titles of the 
postal officials conducting the meeting. Seek out local 
television and radio coverage of the postal-sponsored 
meeting and invite your US. senators and representative, 
or their designees, to attend. 

6. An amendment to Title 39 went into effect March 
6, 1977, requiring a public hearing if an office is sched- 
uled for closing. W'ftcn public hearings are conducted, see 
to it that a good group is present and prepared with 
proper comments and questions. If an attorney has been 
retained, he or she should attend the meeting. 

7. Get the story of the proposed post office closing 
to the area newspapers, radio and TV stations. Their 
assistance and understanding can be very helpful 

(continued) 
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SUGGESirONS FOR ACTION BY CUSTOMERS OF PoST OFFICES 
- continued - 


8. Your contacts with senators and representatives 
are vitai in these situalions — write, call or personally 
visit with them. 

9. Influential persons in the community and area 
should contact appropriate Postal Service managers, 
slate legislators, judges, lawyers, ministers, businessper- 
sons and others as necessary. 

10. Since many requirements of the law must be 
met by the Postal Service, a diary of all activities should 
be kept, with as many specifics as possible. I’his may be 
very important to your efforts, should an appeal be 
made to the Postal Rate Commission. 

11. An appeal against a proposed closing {see “Role 
of the Postal Rate Commission,'’ page 15) should be 
mailed to the PRC early enough to ensure it reaches 
Washington. DC, within 30 days from the date the 
Postal Service posted its final determination. The address 
of the PRC is: 

OFFICE OF THE SECRFiTARY 
POSTAL RATE COMMISSION 


1333 H STREET NW SUITE 300 
WASHINGTON, DC 20268-0001 

The Postal Rate Commission will also furnish 
detailed information regarding the filing of briefs. 

The National Association of Postmasters of the 
United States (NAPUS) is headquartered at 8 Herbert 
Street. Alexandria. VA 22305-2600; (703) 683-9027. 
NAPUS is prepared to provide helpful information to 
local citizens, and has a nationwide network of retired 
postmasters ready and willing to provide assistance. A 
phone call will bring an immediate response by a retired 
NAPUS postmaster in your area who can help in this 
matter. 

Remember, only the customers of a targeted post 
office may work to prevent its closing or consolidation. 
Active postmasters and postal employees are prohibited 
from activity in this area. NAPUS will provide all the 
information on steps you may take, but the final respon- 
sibility rests with the local citizens. 


■ Suggested Flyer to issue to customers of a post office targeted for closing or consolidation. 


Attention Postal Customers of (insert name) Post Office: 


The Postal Service has issued notice that the 
(insert name) Post Office will likely be (closed or 
consolidated) in the next 120 days, pursuant to pro- 
visions of the Postal Reorganization Act of 1970 
and federal law. 

The procedure allows customers a 60-day 
period from the date of the initial notice to evaluate 
the proposal and offer comments. Thereafter, the 
Postal Service has another 60 days in which to 
make a final determination on the proposal. 

Local customers of the (insert name) Post 
Office must take immediate action If the present 
status of our post office, a U.S. post office operated 
by career postal employees, Is to be retained. 

The Postal Service mu.st schedule a public 
meeting to explain its proposal and to hear com- 
ments from postal customers. When this meeting is 
scheduled, we must be organized to voice our dis- 
approval of any propo.sal for a contract community 
post office, rural delivery or consolidation as a 
branch or station of another post office. 


Written protests against the closing or consoli- 
dation of our post office .should be sent immediate- 
ly to the district manager, Customer Service and 
Sales, at (insert address). 

We also must; 

• notify and seek the a.ssistance of our area’s 
news media (newspapers, radio, television) in pre- 
senting our side of the story to the public; 

• immediately alert our congressional delega- 
tion, and state, city and county officials of the pro- 
posal, and seek their support in retaining our post 
office in its present status, 

• immediately circulate a petition among all 
customers of our post office protesting the proposal 
and supporting the present status of our post office. 

By all means, do not accept anything less than 
the present status of your post office. Do not accept 
a contract community post office, rural delivery or 
consolidation with another post office. Once you 
do, you forfeit any further recourse to the protection 
offered by the Postal Reorganization Act of 1970. 
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■ Suggested news article for citizens to supply 

TO LOCAL MEDIA IN A COMMUNITY WHERE A 
CLOSING OR CONSOLIDATION OF A POST OFFICE 
IS BEING PROPOSED BY THE U.S. POSTAL SERVICE. 

The United States Postal Service, in a notice posted 
in (f'nserf name} Post Office and a form letter to cus- 
tomers proposes to (close or consolidate) the post office. 

This is the first step, under law, that the U.S. Postal 
Service must take prior to closing or consolidating a post 
office. This notice must be given 60 days prior to a final 
decision on the matter to allow time for local customers 
of the post office to evaluate the proposal and offer com- 
ments. This is a stipulation of the Postal Reorganization 
Act of 1970, and of Title 39, U.S. Code, Section 404(b). 

Postal officials are required by law to schedule a ' 
public meeting with customers of any post office pro- 
posed for closing or consolidation. Locally, this meeting 
is scheduled for (insert date and time) at (imert location). 
Written comments may also be submitted to the local 
district office of the U.S. Postal Service, located at (insert 
address). 

Local citizens served by the (insert name) Post 
Office should seriously consider the consequences of the 
U.S. Postal Services proposal and be prepared to voice 
their concerns at the (insert date) meeting. Only the citi- 
zens of the community may take action to prevent the 
closing or consolidation of their post office, and prevent 
service from being transferred to a contract community 
post office or station and/or rural or cluster box delivery. 

To preserve their post office as it now exists — a reg- 
ular United States post office operated by career postal 
employees — local citizens must speak up now. 

In addition to the 60-day period provided by law 
for customer comments, the law also provides appeal 
rights for local citizens if the final decision is in favor of 
closing or consolidation. The appeal from local citizens 
must be in the hands of the Postal Rate Commission in 
Washington, DC. within 30 days after the US. Postal 
Service’s written determination for closing or consolida- 
tion. 

Local citizens should take notice that once the 
(insert name) Post Office has been closed or contracted 
out, there is very little possibility of it ever returning to 
its present statu.s. 


■ Sample petition to be signed by all 

CUSTOMERS OF THE POST OFFICE TARGETED FOR 
CLOSING OR CONSOLIDATION. 


(insert name) 

DISTRICT MANAGER, 

CUSTOMER SERVICE AND SALES 
UNITED STATES POSTAL SERVICE 
(insert city, state, ZIP Code) 

We, the citizens and customers of the (insert name) 
Post Office hereby protest any change in the present sta- 
tus of our post office. 

It is our desire to retain our post office at its pre- 
sent status — a United States post office operated by a 
postmaster and career postal employees. 

We have many concerns, among them the sanctity 
of the mail and the inconvenience your proposal pre- 
sents to us in delivering and sending the mail, particu- 
larly accountable mail. We are especially concerned over 
what effect your proposed action would have regarding 
the purchase of postal money orders. We are also well 
aware of the documented abuses possible through a con- 
tract mail station. 

The Postal Reorganization Act of 1970 calls for 
providing a maximum degree of effective and regular 
postal service to rural areas, communities and small towns 
where post offices are not financially self-sustaining. 

We do not feel your proposals meet these criteria. 

Sincerely, 

Customers of the (insert name) Post Office; 

(Leave ample space for customers of the post office to sign 
their names and provide their mailing addresses. They 
should also write the date they sign the petition. Be certain 
that you keep a duplicate copy of the petition.) 


205 


■ Suggested LErrER to congressional delegation to be sent immediately upon receip e of the first 

NOTICE OF ANY PROPOSED CLOSING OR CONSOLIDATION. 


or REPRESENTATIVE (mserf namt?) 

HOUSE OFFICE BUILDING 
WASHINGTON. DC 20515-0001 


(insert date) 

SENATOR (insert name) 

SENATE OFFICE BUILDING 
WASHINGTON, DC 20510-0001 

Dear Senator (or Representative) (insert name): 

The U.S. Postal Service has served notice to the 
customers of the (insert name) Post Office of a pro- 
posal to (close or consolidate) the post office. It is 
doing so under provisions of the Postal Reorgan- 
ization Act of 1970 and federal law, and over our 
objections. 

Under provisions of the act, the Postal Service 
is obligated to provide a maximum degree of effec- 
tive and regular postal service to rural areas, com- 
munities and small towns where post offices are not 
self-sustaining. The Postal Service’s proposed action 
will not serve the best interests of our postal cus- 
tomers. 

(If the proposal is for a contract community post office, use 
the following:) 

The Postal Service is proposing a contract 
community post office to replace our present regular 
post office. We have concerns regarding the sanctity 
of the mail under this situation. Also, contract post 
offices may be sub-leased and operated by unquali- 
fied clerks who have never taken a postal exam for 
the post office. 

Once a contract post office replaces a regular 
pOvSt office, we are no longer protected by provisions 
of the Postal Reorganization Act. Termination of the 
contract by either party for cause leaves us at the 
mercy of the Postal Service. The Postal Service is free 
to provide whatever type of service it deems advis- 
able, with no recourse available to us. 

(If the proposal is for rural or cluster box delivery, use the fol- 
lowing:) 

The Postal Service has made a decision to close 
our post office and provide us with rural delivery. 

We do not feel we will be getting the maximum ser- 
vice the Postal Reorganization Act calls for with this 
type of service. Inconvenience in purchasing stamps 
and money orders, and in sending accountable mail, 
such as a certified letter, are among the problems we 


foresee. The same holds true for the receipt of 
accountable mail. 

Invariably, we will be left with a pick-up notice 
that will require a (insert di5tance)-mik trip to the 
post office at the neighboring town for pickup. We 
also have concerns regarding the sanctity of the mail 
with non-career carriers and the loss of identity for 
our community. 

(If the proposal is for consolidation with a neighboring post 
office, use the following:) 

The Postal Service is proposing the consolida- 
tion of our post office with the ( insert name) Post 
Office. Postal officials point to this as a money-sav- 
ing move, a contention that we dispute. We protest 
the loss of our postmaster and community identity. 
Someone will still have to staff the office if it’s con- 
solidated with the (insert name) Post Office. There 
arc no savings in this situation. 

A higher-level clerk in charge will command as 
much in salary as our postmaster. With our own 
postmaster, we have someone to hear our problems, 
and take our complaints and compliments, rather 
than our being referred to an individual at the 
(insert name) Post Office. 

( Use the ffltowing closing paragraph in ail instances:) 

We appreciate your consideration of our posi- 
tion and encourage you or a representative to attend 
a public meeting the Postal Service has scheduled 
for our community on (insert date and time) at 
(mserf place). We appreciate any support you can 
give us in our fight to retain our post office in the 
same statu.s as now exists — a U.S. post office operat- 
ed by a postmaster and career postal employees. 

Thank you. 

Sincerely. 

(Secure signatures of as many postal customers as 
possible in the community— Ed.) 
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■ Suggested letter to Postal Rate Commission once Postal Service serves notice that a final 

DECISION has been MADE TO CLOSE OR CONSOUDATE A POST OFFICE. (MUST BE IN THE HANDS OF THE 
COMMISSION NOT LATER THAN 30 DAYS AFTER THE DECISION HAS BEEN POSTED BY THE POSTAL SERVICE.) 


( insert date) 

POSTAL RATE COMMISSION 
1333 H STREET NW, SUITE 300 
WASHINGTON, DC 20268-0001 


The I^ostal Service has informed us of a deci- 
sion to {dose or consolidate) our post office by {insert 
date). This action is being taken after meeting the 
provisions of the Postal Reorganization Act of 1970, 
and over our protestations. 

We, the customers of the (insert name) Post ’ 
Office, vigorously protest this action, in view of the 
provision in the Postal Reorganization Act that calls 
for the Postal Service to provide a maximum degree 
of effective and regular postal service to rural areas, 
communities and small towns where the post office 
is not self-sustaining. 

(// the decision is to close and offer rural delivery, use the fol- 
lowing:) 

The Postal Service’s decision to close our post 
office and provide rural delivery service raises ques- 
tions concerning the sanctity of the mail and the 
risks involved in the handling of mail by non-career 
employees. We also foresee inconveniences in pur- 
chasing money orders and stamps, and sending 
accountable mail. We have the same concerns 
regarding the receipt of accountable mail, such as 
certified letters, registered letters and CODs. 

(If the decision is to contract through a community post 
office, use the following:} 

The Postal Service’s decision to convert our 
post office to a contract community post office raises 
questions concerning the sanctity of the mail and 
the risks involved in the handling of mail by non- 
career employees. We also know that the lessee can 
sub-lease the contract and hire substandard help, 
and that the contract can be terminated with cause 
by either party. 

We know that, once we are deprived of our 
present post office, we no longer come under the 
protection of the Postal Reorganization Act and are 


at die mercy of the Postal Service. 

(Should the decision he to consolidate with a neighboring 
post office, use the following:) 

The Postal Service’s decision to consolidate our 
post office with the (insert name) Post Office is 
being done over our objections. This will mean the 
loss of our identity as a community. We will not 
have a postmaster to whom we can take our prob- 
lems, complaints and compliments. We will be 
directed to a distant postmaster in the home office 
of our station. 

We cannot see any savings to the Postal Service 
under this arrangement. The clerk in charge of the 
station will be earning as much as our postmaster 
and, more than likely, will not be a resident of our 
community. 

( Use this last paragraph in all cases listed above:) 

We fee) that, as citizens of the United States, we 
are entitled to the same efficient postal service pro- 
vided to our counterparts in urban areas. The Postal 
Reorganization Act is explicit in pointing this out. 
We petition you, as members of the Postal Rate 
Commission, to respectfully consider our protest 
and order the Postal Service to give additional con- 
siderations to our service needs. 

Respectfully, 

(Secure signatures of as many postal customers as 
possible in the community — Ed.) 




Provisions of the Postal Reorganization Act Concerning 
Post Office Closings and Consolidations 


Title 39, United States Code, §404, Specific Powers 

(a) Without limitation of the generality of its powers, 
tire Postal Service shall have the following specific powers, 
among others; 

(1) to provide for the collection, handling, trans- 
portation, delivery, forwarding, returning and holding of 
mail, and for the disposition of undeliverabk mail; 

(2) to prescribe, in accordance with this title, the 
amount of postage and the manner in which it is to be paid; 

(3) to determine the need for post offices, postal and 
training facilities and equipment, and to provide such 
offices, facilities and equipment, as it determines are needed; 

(4) to provide and sell postage stamps and other . 
stamped paper, cards and envelopes, and to provide such 
other evidences of payment of postage and fees as may be 
necessary or desirable; 

(5) to provide philatelic services; 

(6) to provide, establish, change or abolish special 
nonpostal or similar services; 

(7) to investigate postal offenses and civil matters 
relating to the Postal Service; 

(8) to offer and pay rewards for information and 
services in connection with violations of the postal laws, 
and, unless a different disposal is expressly prescril>ed, to 
pay one-half of all penalties and forfeitures imposed for 
violations of law affecting the Postal Service, its revenues 
or property to the person informing for the same, and to 
pay the other one-half into the Postal Service Fund, and 

(9) to authorize the issuance of a substitute check 
for a lost, stolen or destroyed check of the Postal Service. 

(b) (1) The Postal Service, prior to making a determi- 
nation under .subsection (a)(3) of this section as to the 
necessity for the closing or consolidation of any post 
office, shall provide adequate notice of its intention to 
close or consolidate .such po.sl office at least 60 days prior 
to the proposed date of such closing or consolidation to 
persons served by such post office to ensure that such per- 
sons will have an opportunity to present their views. 

(2) The Postal Service, in making a determination 
whether or not to close or consolidate a post office, shall 
consider — 

(A) the effect of such closing or consolidation on 
the community served by such post office; 

(B) the effect of such closing or consolidation on 
employees of the Postal Service employed at such office 

{bold italics ours — Ed.); 

(C) whether such closing or con.soiidation is a)n- 


sistent wiffi the policy' of the government, a-s stated in 
S«^ion iOl(b) of this title, that the Postal Service shall pro- 
vide a maximum degree of effective and regular postal ser- 
vices to rural areas, communities and small towns where 
post offices are not self-sustaining {bold italics ours — Ed.); 

(D) the economic savings to the Postal Service 
resulting from such closing or consolidation, and 

(E) such other factors as the Postal Service deter- 
mines are necessary. 

(3) Any determination of the Postal Service to close 
or consolidate a post office shall be in writing and shall 
include the findings of the Postal Service with respect to the 
considerations required to be made under paragraph (2) of 
thK subsection. Such determination and findings shall be 
made available to persons served by such post office. 

(4) The Postal Service shall take no action to close 
or consolidate a post office until 60 days after its written 
determination is made avaQable to persons served by .such 
post office. 

(5) A determination of the Po.s!al Service to close 
or consolidate any post office may be appealed by any 
person served by such office to the Postal Rate 
Commission within 30 days after such determination is 
made available to such person under paragraph (3). The 
Commission shall review such determination on the basis 
of the record before the Postal Service in tlte making of 
such determination. The Commission shall make a deter- 
mination based upon such review no later than 120 days 
after receiving any appeal under this paragraph. The 
Oimmission shall set aside any determination, findings 
and conclusions found to be — 

(A) arbitrary, capricious, an abuse of discretion, 
or otherwise not in accordance with the law; 

(B) without observance of procedure required 
by law, or 

((^) unsupported by substantial evidence on the 

record. 

The Commission may affirm the determination of the 
Postal Service or order that the entire matter be returned 
for further consideration, but the CJomraission may not 
modify the determination of the Postal Service. The 
(>>nimission may suspend the effectiveness of the deter- 
mination of the Postal Service until the final disposition 
of the appeal. The provisions of Section 556, Section 557, 
and Chapter 7 of Title 5 shall not apply to any review car- 
ried out by the Commission under this paragraph. 
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1 23.6 Discontinuance of Post Offices 
123.61 Introduction 

123.611 Coverage 

This section establishes the rules 
governing the Postal Services consider- 
ation of whether an existing post office 
should be discontinued. The rules 
cover any proposal to replace a post 
office with a community post office, 
station or branch by consolidation 
with another post office and any pro- 
posal to discontinue a post office with- 
out providing a replacement facility. 

123.612 Legal Requirements 

Under 39 United vStates Code 

(U.S.C.) 404(b). any decision to close 
or consolidate a post office must be 
based on certain criteria. These include 
the effect on the communit)’ served; 
the effect on employees of the post 
office; compliance with government 
policy established by law that the 
Postal Service must provide a maxi- 
mum degree of effective and regular 
postal services to rural areas, commu- 
nities and small towns where post 
offices are not self-sustaining {bold 
italics ours — Pd.); the economic savings 
to the Postal Service; and any other fac- 
tors the Postal Service determines nec- 
essary. In addition, certain mandatory 
procedures apply: 

a. ’llie public must be given 60 days’ 
notice of a proposed action to enable the 
persons served by a prist office to evaluate 
the proposal and provide comment.s. 

b. After public comments are 
received and taken into account, any 
final determination to close or consoli- 
date a post office must be made in 
writing and must include findings cov- 
ering all the required considerations. 

c. The written determination 
must be made available to persons 
served by the post office at least 60 days 
before the discontinuance takes effect. 

d. Within the first 30 days after 
the written determination is made 
available, any person regularly served 
by the affected post office may appeal 
the decision to the Postal Rate 


Commission. 

e. The Commission may affirm 
the Postal Service determination or 
return the matter for further consider- 
ation. but may not modify the determi- 
nation. 

f. The Commission is required by 
39 U.S.C 404(b)(5) to make a determi- 
nation on the appeal no later than 120 
days after receiving the appeal. 

g. A summary table of the notice 
and appeal periods under the statute 
for these regulations is in Exhibit 
123.612. 


123.613 Additional Requirements 

Section 123.6 includes the fol- 
lowing: 

a. Rules to ensure that the com- 
munity’s identity as a postal address is 
preserved. 

b. Rules for consideration of a 
proposed discontinuance and for its 
implementation, if approved. These 
rules arc designed to ensure that the 
reasons leading a district manager. 
Customer Service and Sales, to propose 
the discontinuance of a particular post 
office are fully articulated and disclosed 
at a stage that enables customer partici- 
pation to make a helpful contribution 


toward the final decision. 

123.62 Preservatjon of Community 
Address 

123.621 Policy 

The Postal Service permits the 
use of a community’s separate address 
to the extent practicable. 

123.622 ZIP Code Assignment 
The ZIP Code for each addre,ss 

formerly served from the discontinued 
post office should be the ZIP Code of 


the facility providing replacement ser- 
vice to that address. In some cases, the 
ZIP Code originally assigned to the 
discontinued post office may be kept, 
if the responsible district manager, 
Cu.stomer Service and Sales, submits a 
request with justification to Address 
Management, Postal Service Head- 
quarters, before the proposal to dis- 
continue the post office is posted. 

a. In a consolidation, the ZIP 
Code for the replacement community 
post office, station or branch is cither 
the ZIP Code originally assigned to the 
discontinued post office, or the ZIP 
Code of the replacement facility’s 



Pubfic Notice of Proposal Exhibit 123.612 
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parent post office, whichever provides 
the most expeditious distribution and 
delivery of mail addressed to the cus- 
tomers of the replacement facility. 

b. If the ZIP Code is changed and 
the parent post office covers several ZIP 
Codes, the ZIP Code must be that of 
the delivery area in which the facility is 
located. 

123.623 Post Office Name in Address 

If all the delivery addresses using 

the name of the post office to be dis- 
continued are assigned the same ZIP 
Code, customers may continue to use 
the discontinued post office name in 
their addresses instead of the new 
delivering post office name. 

123.624 Name of Facility Established 
by Consolidation 

If a post office to be discontin- 
ued is consolidated with one or more 
post offices by establishing in its place 
a community post office, classified or 
contract station, or branch affiliated 
with another post office involved in 
the consolidation, the replacement 
unit is given the same name as the dis- 
continued post office. 

123.625 List of Discontinued Post 
Offices 

Publication 65. National Five- 
Digit ZIP Code and Post Office 
Directory, lists all post offices discon- 
tinued after March 14, 1977. for mail- 
ing address purposes only if they are 
used in addresses. 'I'he ZIP Codes list- 
ed for discontinued offices are those 
assigned under 123.622. 

123.63 Initial Proposal 

1 23.63 1 General 

[f a district manager, Customer 
Service and Sales, believes that the dis- 
continuance of a post oftke within his 
or her responsibility may be warrant- 
ed, the manager must take the follow- 
ing steps: 

a. Use the standards and proce- 
dures in 123.63 and 123.64. 

b- Investigate the situation. 


c. Pit^se the po^ office be discon- 
tbued. 

123.632 Consolidation 

The proposed action may 
include a consolidation of post offices 
to substitute a community post office 
or a classified or contract station or 
branch for the dbeontinued post office 
if either of ffie following conditions 
apply: 

a. The communities served by 
two or more post offices are being 
merged into a single incorporated vil- 
lage, town or city, or 

b. A replacement fecility is neces- 
sary for regular and effective service to 
the area served by the post office con- 
sidered for discontinuance. 

123.633 Views of Postmasters 

Whether the discontinuance 

under consideration involves a consol- 
idation or not, the district manager, 
Customer Service and Sales, must dis- 
cuss the matter with the postmaster 
(or the officer in charge) of the post 
office considered for discontinuance 
and with the postmaster of any other 
post office affected by the change. The 
manager should make sure these offi- 
cials submit written comments and 
suggestions as part of the record when 
the proposal is reviewed. 

123.634 Preparation of Written 
Proposal 

The district manager. Customer 
Service and Sales, must gather and 
preserve for the record all documenta- 
tion used to assess the proposed 
change. If the manager thinks the pro- 
po.sed action is warranted, he or she 
mu.si prepare a document titled 
Proposal to (Close) (Consolidate) the 
(Name) Post Office. This document 
must describe, analyze and justify in 
sufficient detail to Postal Service man- 
agement and affected customers the 
proposed service change. The written 
propo.sa! must address each of the fol- 
lowing matters in separate sections: 

a. Responsiveness to Community 
Postal Needs. It is the policy of the gov- 


ernment, as established by law. that 
the Postal Service will provide a maxi- 
mum degree of effective and regular 
postal services to rural areas, commu- 
nities and small towns where post 
offices are not self-sustaining ( bold 
italics ours — Ed.). The proposal should 
contrast the services available before 
and after the proposed change; 
describe how the changes respond to 
the postal needs of the affected cus- 
tomers, and highlight particular aspects 
of customer service that might be less 
advantageous as well as more advanta- 
geous. 

b. Effect on Community. The pro- 
posal must include an analysis of the 
effect the proposed discontinuance 
might have on the community served, 
and discuss the application of the 
requirements in 123.62. 

c. Effect on Employees. The writ- 
ten proposal must summarize the pos- 
sible effects of the change on the post- 
master, .supervisors and other employ- 
ees of the post office considered for 
discontinuance. (The district manager, 
Customer Service and Sales, must sug- 
gest measures to comply with person- 
nel regulations related to post office 
discontinuance and consolidation.) 

d. Savings. The proposal must 
include an analysis of the economic 
savings to the Postal Service from the 
proposed action, including the co.sf or 
savings expected from each major fac- 
tor contributing to the overall estimate. 

e. Other factors. The proposal 
should include an analysis of other fac- 
tors that the district manager, 

Customer Service and Sales, deter- 
mines necessary for a complete evaiua 
tion of the proposed change, whether 
favorable or unfavorable. 

(Very often, the USPS fails to 
meet its obligation with respect to list- 
ing unfavorable factors, such as alter- 
nath'e sites or available structures 
within the community, or the willing- 
ness of the facility owner to make 
required modifications — Ed.) 

f. Summary. The proposal must 
include a summary that explains why 
the proposed action is necessary and 
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assesses how the factors supporting the 
proposed change outweigh any nega- 
tive factors, in taking competing con- 
siderations into account, the need to 
provide regular and effective .service is 
paramount. 

g. Notice. The proposal must 
include the following notice: THIS IS A 
PROPOSAL IT IS NOT A FINAL 
DETERMINATION TO (CLOSE) 
(CONSOLIDATE) THIS POST 
OFFICE. 

( 1 ) If a final determination is 
made to close or consolidate this post 
office, after public comments on this 
proposal are received and taken into 
account, a notice of that final determi- 
nation must be posted in the post 
office to be closed. 

(2) The final determination must 
contain instructions on how affected 
customers may appeal that decision to 
the Postal Rate Commission. Any such 
appeal must be received by the 
Commission within 30 days of the 
posting of the final determination. 

123.64 Notice, Public Comment, and 
Record 

123.641 Posting Proposal and 
Comment Notice 

A copy of the written proposal 
and a signed invitation for comment.s 
mu.st be posted prominently in each 
affected post office. The invitation for 
comments must do the following: 

a. Ask interested persons to pro- 
vide written comments, within 60 days, 
to a stated address offering specific 
opinions and information, favorable or 
unfavorable, on the potential effect of 
the proposed change on postal services 
and the community. 

b. State that copies of the propos- 
al with attached optional comment 
forms are available in the affected post 
offices. 

c. Provide a name and telephone 
number to call for information. 

123.642 Proposal and Comment 
Notice 

Exhibit 123.642 is a sample for- 


mal that may be used for the proposal 
and comment notice {see page 13). 

123.643 Other Steps 

in addition to providing notice 
and inviting comment, the district 
manager. Customer Service and Sales, 
must take any other steps necessary to 
ensure that the persons served by the 
{x>st office affected understand the 
nature and implications of the pro- 
pt)sed action (e.g.. meeting with com- 
munity groups and following up on 
comments received that seem to l>e 
based on incorrect assumptions or 
information). 

a. If oral contacts develop views 
or information not previously docu- 
mented, whether favorable or unfavor- 
able to the proposal, the district man- 
ager, Customer Service and Sales, 
should encourage persons offering the 
views or information to provide writ- 
ten comments to preserve them for the 
record. 

b. As a factor in making his or 
her decision, the district manager, 
Customer Service and Sales, may not 
rely on communications received from 
anyone, unless submitted in writing for 
the record. 

(No active postmaster should 
play any role in the investigation of a 
post office for closing or consolidation; 
neither should an active postmaster be 
a participant in any decision to close a 
post office — Ed.) 

123.644 Record 

The district manager, Customer 
Service and Sales, must keep as part of 
the record for his or her consideration 
and for review by the Chief Marketing 
Officer and Senior Vice President all 
the documentation gathered about the 
proposed change. 

a. The record must include all 
information that the district manager, 
Customer Service and Sales, consid- 
ered, and the decision must stand on 
the record. No information or views 
submitted by customers may be 
excluded. 

b. TTie dodeet number assigned to 


the proposal must be the ZIP Code of 
the office proposed for dosing or con- 
solidation. 

c. I'he record must include a 
chronological index in which each doc- 
ument is identified and numbered as 
filed. 

d. As written communications 
are received in response to the public 
notice and invitation for comments, 
they are included in the record. 

e. A complete copy of the record 
must be available for public inspection 
during normal office hours at the post 
office proposed for discontinuance or 
at the post office providing alternative 
service, if the office to be di.scontinued 
was temporarily suspended under 
123.7, Emergency Suspension of 
Service, beginning no later than the 
date on which notice is posted and 
extending through the comment peri- 
od. 

f. Copies of document.? in the 
record (except the proposal and com- 
ment form) are provided on request 
and upon payment of fees as listed in 
ASM 352.6. 

123.65 CONStDERATION OF PUBLIC 
Comments and Final Local 
Recommendation 

1 23.65 1 Analysis of Comments 

After waiting not less than 60 

days after notice is posted under 
123.641, the district manager, 
Customer Service and Sales, mu.st pre- 
pare an analysis of the public com- 
ments received for consideration and 
inclusion in the record. If possible, 
comments subsequently received 
should also be included in the analysis. 
The analysis should list and briefiy 
describe each point favorable to the 
proposal and each point unfavorable 
to the proposal. The analysis should 
identify, to the extent possible, how 
many comments support each point 
listed. 

123.652 Reevaluation of Proposal 

After completing the analysis, the 

district manager, Customer Service 
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and Sales, must review the proposal 
and re-evaluate all the previously 
made tentative conclusions in light of 
any additional customer information 
and views in the record. 

a. Dhcontinuance Not Warranted. 
If the district manager. Customer 
Service and Sales, decides against the 
proposed discontinuance, he or she 
must post, in the post office considered 
for discontinuance, a notice staling that 
the proposed closing or consolidation 
is not warranted. 

b. Discontinuance Warranted. If 
the district manager, Customer Service 
and Sales, decides that the proposed 
discontinuance is justified, the appro- 
priate sections of the proposal must be 
revised, taking into account the com- 
ments received from the public. After 
making necessary revisions, the man- 
ager must take the following steps; 

(1) Forward the revised propos- 
al and the entire record to the Chief 
Marketing Officer and Senior Vice 
President for final review. 

(2) Attach a certificate that all 
documents in the record are originals 
or true and correct copies. 

123.66 Postal Service Decision 

123.661 General 

The Chief Marketing Officer and 
Senior Vice President or a designee 
must review the proposal of the dis- 
trict manager, Customer Service and 
Sales. This review and the decision on 
the proposal must be ba.sed on and 
supported by the record developed by 
the district manager. The senior vice 
pre.sident can instruct the district 
manager to provide more information 
to supplement the record. Each such 
instruction and the response must be 
added to the record. The decision on 
the proposal of the district manager, 
which must also be added to the 
record, may approve or disapprove the 
proposal, or return it for further action 
as set forth below. 

123.662 Approval 

The Chief Marketing Officer and 


Senior Vice President or a designee 
may approve the proposal of die dis- 
trict manager. Customer Service and 
Sales, with or without further revi- 
sions. If approved, the term Final 
Determination is substituted for 
Proposal in the title. A copy of the 
Final Determination must be provided 
to the district manager. The Final 
Determination constitutes the Postal 
Service determination for the purposes 
of 59 U.S.C 404(b). The Final 
Determination must include the fol- 
lowing notices: 

a. Supporting Materials. “Copies of 
all materials On which this Final Deter- 
nunation is based are available for pub- 
lic inspection at the (name) Post Office 
during normal office hours." 

b. Appeal Rights. “This Final 
Determination to (close) (consolidate) 
the (name) Post Office may be appealed 
by any person served by that office to 
the Postal Rate Commis.sion. Any 
appeal must be received by the Comm- 
ission within 50 days of the date this 
Final Determination was posted. If an 
appeal is filed, copies of appeal docu- 
ments prepared by the Postal Rate 
Commission, or the parlies to the 
appeal, must be made available for 
public inspection at the (name) Post 
Office during normal office hours.” 

123.663 Disapproval 

The Chief Marketing Officer and 
Senior Vice President or a designee 
may disapprove the proposal of the 
di.strtct manager, Custonrer Serv'ice and 
Sales, and return it and the record to 
the manager with written reasons for 
disapproval. The manager must post a 
notice in each office cited in 123.6 that 
the proposed closing or consolidation 
is determined not warranted. 

123.664 Return for Further Action 

The Chief Marketing Officer and 

Senior \^ice President or a designee 
may return the proposal of the district 
manager. Customer Service and Sales, 
with written instructions to give addi- 
tional consideration to matters in the 
record, or to obtain additional infor- 


mation. Such instructions must be 
placed in the record, 

123.665 Public File 

Copies of each Final 
Determination and each disapproval 
of a propo,sal by the district manager, 
Customer Service and Sales, must be 
placed on file in the Postal Service 
Headquarters Library. 

123.67 Implementation of Final 
Determination 

123.671 Notice of Final 
Determination to Discontinue Post 
Office 

Wlien giving notice of a Final 
Determination, the district manager. 
Customer Service and Sales, must do 
the following: 

a. Provide notice of the Final 
Determination by posting a copy 
prominently in the affected post office 
or offices. The date of posting must be 
noted on the first page of the posted 
copy as follows: 

“Date of Posting: , 19 .” 

The district manager. Customer Service 
and Sales, must notify the Chief 
Marketing Officer and Senior Vice 
President in writing, of the date of 
posting. 

b. F.nsure that a copy of the com- 
pleted record is available for public 
inspection during normal business 
hours at each post office where the 
Final Determination is posted, for 30 
days from the posting date. 

c. Provide copies of documents in 
the record on request and payment of 
fees under ASM 352.6. 

123.672 Implementation of 
Determinations Not Appealed 

[f no appeal is filed pursuant to 
39 U.S.C. 404(b)(5), the official dosing 
dale of the office must be published in 
the Postal Bulletin, effective the first 
Saturday 90 days after the Final 
Determination was posted. A district 

(continued on back cover) 
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UNITED STATES POSTAL SERVICE 

Proposal to (Close)(Consoiidate) the (Name) Post Office and Optional Comment Form 

■ 

Attached is a proposal that we are considering for providing your community with more economical 
and efficient postal service, while also providing regular and effective service. Please read the proposal careful- 
ly and then Jet us have your comments and suggestions. If you choose, you may use the form below. Your 
comments will be carefully considered and will be made part of a public record. If you use the form below 
and need more space, p!ea.se attach additional sheets of paper. 

Return the completed form to by . 

In considering this proposal, if you have any questions you want to ask a postal official, you may call 
vdiose telephone number is . 

I. Effect on Your Postal Services 

Please describe any favorable or unfavorable effects that you believe the proposal would have on the regularity 
or effectiveness of your postal service. 


11. Effect on Your Community 

Please describe any favorable or unfavorable effects that you believe the proposal would have on your com- 
munity. 


in. Other Commeni s 

Please provide any other view or information that you believe the Postal Service should consider in deciding 
whether to adopt the proposal. 


(Signature of Postal Customer) (Date) 


(Mailing Address) 


(City) (State) (ZIP Code) 


Proposal and Comment Notice for Post Office Closing or Consolidation 

Exhibit 123.642 






The Role of the Postal Rate Commission 


ongress has provided, by law, that the Postal 
BBT Service follow a specific procedure and consider 
certain factors before making a final determination to 
close or consolidate a post office. 

The law gives any customer the right to appeal the 
Postal Service’s final determination to the Postal Rate 
Commission (PRC) — an independent agency not associ- 
ated with the Postal Service. It is the responsibility of the 
PRC, when a customer appeals a Postal Service final 
determination, to decide whether the Postal vService’s 
actions were consistent with the law. 

The purpose of this section is to help explain the 
PRC’s process in dealing with appeals of Postal Service 
determinations to close or consolidate post offices. 

To assist the PRC in its consideration of the appeal 
from the Postal Service’s decision to close or consolidate 
a post office, customers should send a written argument 
explaining why they believe the PRC should revise the 
Postal Service’s determination and return the entire mat- 
ter to it for further consideration. 

Postal Rate Commission Authority 

In cases of appeals from Postal Service determina- 
tions to close or consolidate post offices, the PRC has 
only “appellate juri.sdiction” — a very limited authority. 

One limitation on the PRC’s authority is that they 
cannot conduct their own fact-finding investigation. The 
PRC must consider appeals based upon the “record” (the 
proposal, final determination and other documents 
involved in the decision-making) that the Postal Service 
collected during the lime it was making its decision 
whether or not to close or consolidate the Post Office. 
The Postal Service’s regulations require that a copy of 
the record be available at the affected post office for 30 
days after the final determination is posted. 

The PRC may not return a final determination to 
the Postal Service merely because the PRC believes a dif- 
ferent result might be just as good or belter. Rather, the 
PRC may only examine the Postal Service’s decision and 
record, and decide whether the Postal Service has stayed 
within the guidelines the law has set up. 

Specifically, the law requires that the PRC affirm 
the Postal Service’s final determination unless the deter- 
mination is: 

(a) arbitrary, capricious, an abuse of discretion, 
or otherwise not in accordance with law; 

(b) without observance of procedure required 


by law, or 

(c) unsupported by substantial evidence on the 

record. 

Furthermore, the PRC may not change the Postal 
Service’s final determination. It may only ( i ) affirm 
{with the re.sult that the Postal Service’s decision will 
stand), or (2) return the entire matter to the Postal 
Service for further consideration. 

Participant Brief or Statement 

The purpose of the brief or participant statement is 
to point out issues that you believe the PRC should con- 
sider in its review of the Postal Service’s actions. A cus- 
tomer may choose to file either a participant statement 
or a formal legal brief. General examples of some issues 
that would be proper to include would be: 

( 1 ) That the Postal Service did not consider certain 
Issues it is required to consider; 

(2) The facts upon which the Postal Service is rely- 
ing have not been established; 

(3) The Postal Service did not follow the procedure 
required by law, and 

(4) The facts in the Postal Service’s final determina- 
tion are true, but they do not prove what the Postal 
Service says they prove. 

It is best to be as specific as possible. 

In reviewing Postal Service determinations to close 
or consolidate post offices, the PRC proceedings can be 
much less formal than is customary in courts. The PRC 
does not require customers appealing Postal Service 
decisions to meet (he usual requirements as to the form 
of papers filed, such as typing the documents. No tech- 
nical formalities are required. A handwritten letter will 
suffice. However, it is important that papers sent to the 
PRC be legible. It is also important for statements to be 
clear and as .specific as possible. 

Time for Filing Participant Statement 

The date a briefer participant statement is due 
should be posted at the post office slated for closing or 
consolidation. Customers of the office must, within the 
first 30 days after the written determination is made 
available by the Postal Service, appeal the decision to the 
PRC. Under its rules, the PRC must receive briefs and 
participant statements within 30 days (rather than 
receiving briefi; that are simply postmarked by that day). 
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The Appeals Process May Save a Post Office, But Only if Used 

■ 


By the Hon. Wayne Schley 
Former Postal Rate Commissioner 

ection 101 (b) of Title 39 of the U.S, Code reads as 
follows: 

“The Postal Service shall provide a maximum 
degree of effective and regular postal service to rural 
areas, and small towns where post offices arc not self- 
sustaining. No small post office shall be dosed solely for 
operating at a deficit (emphasis mine), it being the spe- 
cific intent of the Congress that effective postal services 
be insured to residents of both urban and rural commu- 
nities.” 

Too often this section of the law governing the U.S. 
Postal Service has been overlooked or not carried out in 
the spirit that Congress intended. Consequently, in. 1976 
Congress added a new responsibility to the Postal Rate 
Commission (PRC). That new task was the responsibili- 
ty of serving as an appellate court, so to speak, for those 
interested citizens who wished to object to any action to 
dose or consolidate their local post office. 

The idea was to allow the local citizens to ensure the 
law was being carried out as Congress intended. Since the 
PRC accepted this new responsibility, there have been 292 
appeals by citizens to stop the taking away of their post 
offices. Of these, 54 have been remanded, or rejected, and 
sent back to the Postal Service. 

It should be noted, however, that 22 of these rejected 
cases occurred in the first year when the Postal Service 
was learning how to go about the process of closing a post 
office. The agency ha.s learned its lesson well; in the past 
19 years, it has lost only 32 cases. 

Of the almost 300 cases appealed before the PRC, 
66 have been dismissed or withdrawn by the Postal 
Service. These cases, by and large, were ones so deficient 
that the Postal Service itself withdrew its efforts to close 
or consolidate the post offices. 

One startling fact should be noted; Less than 8 per- 
cent of all post office closings or consolidations arc ap- 
pealed. It is hard to believe that 100 percent of the peo- 
ple in 92 percent of the communities faced with the loss 
of their post offices do not object. I suspect the real rea- 
son for so few appeals is that folks simply do not know 
that you can fight City Hall, or in this case, the Postal 
Service. Remember, it is not really so much “fighting 
City Hall” as it is simply being heard by a disinterested 
party in order to prevent a federal agency trampling on 


the rights of postal customers. 

The Postal Rate Commission is, indeed, a disinter- 
ested third party. It has been said that, if anything, the 
PRC bends over backwards not to interfere with the 
Postal Services management prerogatives in these cases. 
In fact, the law does not allow the commission to sec- 
ond-guess postal management’s decision to close or con- 
solidate a post office. The Postal Rate Commission may 
only examine the agency’s decision and record, and de- 
cide whether the Postal Service has stayed within the 
guidelines the taw has established. 

The law requires the Postal Rate Commission to 
approve the Postal Service’s decision unless the agency 
was: 

• arbitrary, capricious, indiscreet, or otherwise not 
In accordance with the law; 

• without observance of procedures required by 
law, or 

• unsupported by substantial evidence on the record. 

In actuality, the Postal Rate Commission may not 

change the Postal Service’s final decision to close or con- 
solidate an office. It can only affirm, or let stand, the 
agency’s decision, or return (remand) for further consid- 
eration (i.e.,do it right next time). 

Despite all the above, the appeals process is very 
important in bringing to light the actions of Postal 
Service management and ensuring they follow not only 
the letter of the law. but the spirit of the law, as well. 
Once an issue sees the light of day, minds often can be 
changed. Elected officials and the public can become 
involved. Efforts to save a post office can be galvanized. 

However, unless the appeals process is used, none 
of these actions can occur. The key is to use the appeals 
process the way Congress intended. Wlien 92 percent of 
the post offices are closed without the appeals process 
being used, the law is not working the way Congress 
envisioned. 

The challenge — especially to retired Postmasters — is 
to either use, or urge others to use, the appeals process 
where warranted. If it is not used, there is no chance to 
save a post office. The result is a loss not only to the com- 
munity and the Postal Service— which, after all, loses a 
retail outlet — but to the nation as a whole. 
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Postal Service Procedures for Discontinuing a Post Office 

~ conunued front page 12 - 


manager, Customer Service and Sales, 
may request a different date for oificiai 
discontinuance when the documents 
are submitted to the Chief Marketing 
Officer and Senior Vice President. 
However, the post office may not be 
discontinued sooner than 60 days after 
the posting of the notice required by 
123.67L 

123.673 Actions During Appeal 

The procedures for appeal are as 
follows: 

a. Implementation of 
Discontinuance. If an appeal is filed, 
only the Chief Marketing Officer and 
Senior Vice President may direct a dis- 
continuance before disposition of the 
appeal. However, the po.st office may 
not be discontinued sooner than 60 
days after the posting of notice 
required by 123,671. 

b. Display of Appeal Documents. 
Classification and Customer Service, 
Postal Service General Counsel must 
provide the district manager. Customer 
Service and Sales, with copies of all 
pleadings, notices, orders, briefs and 
opinions filed in the appeal proceeding. 

{ 1 ) The district manager must 
ensure that copies of ail these docu- 
ments are prominently displayed and 
available for public inspection in the 
post office to be discontinued. If that 
post office has been or is discontinued, 
the manager must display copies in the 
affected post offices. 


(2) Ail documents except the 
Postal Rate Commissions final order 
and opinion must be displays! until 
the final order and opinion are issued. 

T he final order and opinion must be 
displayed for 30 days. 

123.674 Actions Following Appeal 
Decision 

The procedures following an 
appeal decision are outlined below. 

a. Determination Affirmed. If the 
Commission dismisses the appeal or 
affirms the Postal Service’s determina- 
tion, the official closing date of the 
office must be published in the Postal 
Bulletin, effective the first Saturday 90 
days after the Commission renders its 
opinion, if not previously implemented 
under 123.673a. However, the post 
office may not be discontinued sooner 
than 60 days after the posting of the 
notice required under 123.671. 

b. Determination Returned for 
Further Consideration. If the 
Commission returns the matter for 
further consideration, the Chief 
Marketing Officer and Senior Vice 
President must direct that cither (1) 
notice be provided under 123.663 that 
the proposed discontinuance is deter- 
mined not to be warranted or (2) the 
matter be returned to an appropriate 
stage under these regulations for further 
consideration following such instructions 
as the Chief Marketing Officer and 
Senior Vice President may provide. 


123.7 Emergency Suspension of 
Servk;e 

123.71 Authority and Conditions 
A district manager. Customer 

Service and Sales, may suspend the 
operations of any post office under his 
or her jurisdiction when an emergency 
or other conditions require such 
action. Circumstances that justify' a 
suspension include but are not limited 
to a natural disaster, the termination of 
a [ease when other adequate quarters 
are not available, the lack of qualified 
employees for the office, severe dam- 
age to or destruction of the office, and 
the lack of adequate measures to safe- 
guard the office or its revenue. The 
district manager must provide written 
notice of any su.spension by FAX to the 
Chief Marketing Officer and Senior 
Vice President. 

123.72 Discontinuance of Suspension 
If it is proposed to discontinue a 

suspended po.st office rather than 
restore operat[on.s, the procedures out- 
lined in 123.6 must be followed. All 
notices and other documents required 
to be posted or kept in the office to be 
discontinued must be posted or kept 
in the post office or offices temporarily 
serving the customers of the suspend- 
ed post office. 
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Mr. Olihovik. Closing small post offices is a dreadful and mis- 
guided strategy. Such actions would have a devastating effect on 
many communities yet have little impact on postal finances. As 
Robert Cohen of the Postal Rate Commission testified before the 
Presidential Commission, closing the 10,000 smallest post offices 
would only net savings of about $567 million, considerably less 
than 1 percent of the Postal Service’s operating budget. The postal 
network is not merely the sum of its parts, it is an integrated sys- 
tem which relies even on its smallest components. Americans ex- 
pect access to a full service post office. The Postal Service’s own 
transformation plan recognized this reality. Despite the fact that 
70 percent of postal customers are aware that postal products 
might have been available elsewhere, 80 percent of stamp sales 
continue to take place at the post office. 

It is crucial that the Postal Service have the flexibility to respond 
to and anticipate customers’ needs. In part, the President, his Com- 
mission, and legislation considered by the House Government Re- 
form Committee understood the barriers erected by the act. In re- 
sponse, a consensus emerged that endorsed providing the Postal 
Service with enhanced pricing strategies. Permitting the Postal 
Service the ability to adjust postage rates within defined limits 
would be an appropriate mechanism to grant the agency enhanced 
pricing flexibility. 

Postal Headquarters recently put into place a new pay for per- 
formance program. This replaced the controversial EVA program. 
The link between performance incentives and achieving corporate 
goals reflects the strategy employed by the private sector. 

It is important to note that it is difficult to manage a postal facil- 
ity when performance incentives are inconsistent. The managerial 
force is compensated using a system that rewards performance. 
The current salary structure for craft employees does not reward 
performance. Unless, we are somehow able, through collective bar- 
gaining, to create a pay plan that rewards individual or unit 
achievement, we will miss a crucial opportunity to optimize effi- 
ciencies and encourage exemplary performance. In sum, the 
present pay system compromises the workplace by rewarding one 
set of employees, yet insulating another. This practice adversely af- 
fects morale and performance. 

We must also do a better job with our unions to train employees 
to perform different tasks within the post office. We should work 
with the crafts to lower or eliminate barriers that preclude post- 
masters from assigning personnel different duties within a post of- 
fice. Postal employees should have the flexibility and training to 
cross over and perform a variety of tasks. I would also suggest that 
cross training improves job security for those employees whose 
skills could become obsolete. 

Finally, NAPUS remains extremely concerned about the Presi- 
dential Commission suggestion to sunset FEHBP and for its cov- 
erage of the postal employees. The proposal would subject health 
and retirement benefits to collective bargaining. My two primary 
concerns with the proposal are that it does not address the impact 
upon current and future postal retirees and it ignores the effect 
that separating postal employees from the health and retirement 
programs would have on the entire Federal benefits program. 
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Mr. Chairman, this concludes my remarks. I look forward to 
working with you and other members of this panel as we strive to 
ensure that the Postal Service will prosper for many years to come. 

Mr. McHugh. Thank you, very much, Wally. Appreciate your ef- 
fort to be here and your continued support and interest in this 
process. 

Next, as I have introduced previously, Mr. Steve LeNoir, who is 
president of the League of Postmasters. Steve, thanks. 

[The prepared statement of Mr. Olihovik follows:] 
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Mr. Chairman and distinguished Members of the Committee, on behalf for the 42,000 
members of the National Association of Postmasters of the United States (NAPUS), I 
welcome the opportunity to share with you my thoughts regarding the need to update the 
Postal Reorganization Act of 1970, Indeed, our nation’s postmasters hail the 
extraordinary endurance and diligence with which you, Chairman McHugh, Ranking 
Member Davis, and other congressional stalwarts have promoted responsible and much- 
needed postal modernization. 

I would be remiss if I did not publicly thank you, Mr. Chairman, and Mr, Davis for your 
stewardship of the Postmaster Equity Act last year. With its enactment, the 27,000 
postmasters have a new and hopefully effective tool to provide the managers-in-charge of 
post offices a fair process for discussion of some of the most complex issues confronting 
postmasters and Postal Headquarters. 

As you are aware, the postal reform odyssey began in 1995. NAPUS was there then and 
remains in the forefront of ensuring that there will be a viable Postal Service for many 
years to come. We are cautiously optimistic that with the aggressive support of the Bush 
Administration and bipartisan cooperation by Members of Congress, the eight- year 
legislative journey may yield its first fiuits this year. 

The Postal Service’s importance to our national economy cannot be overstated. The 
statistics bear repeating - the Postal Service is the heart of a 9 billion industry, employing 
9 million workers, and accounting for approximately 9 percent of the country’s Gross 



220 


Domestic Product (GDP), A sick Postal Service infects a significant portion of the U.S. 
economy. What we also know to be true is that economic uncertainty and a national 
financial slow-down has major ramifications for the Postal Service. The consistent 
erosion of first-class mail - even in times of plenty - is an ominous sign for the Postal 
Service. During the third quarter of the last year, the GDP rose by an impressive eight 
percent. Yet, the Postal Service projects a 3.2 percent drop in first-class mail volume. 
Moreover, first-class mail volume flattened-out or slumped even before the 2001 
downturn in the U.S. economy. 

It is true that Standard Mail has helped to shore up total mail volume, but the 
infrastructure upon which universal service relies cannot live by standard mail alone. 
Exponentially increasing delivery points combined with meeting long-ignored capital 
needs demand attention. The Postal Service requires enhanced opportunities to boost 
revenue and greater flexibility to meet the needs of postal customers. 

As you know, this Committee assisted the Postal Service, if only temporarily, by passing 
Public Law 108-18. The Civil Service Retirement System recalculation legislation 
provided a short reprieve. It was not a permanent solution. As part of your efforts to 
reform the Postal Service, Congress needs to revisit the pension issue in order to reverse 
the decision to shift the military retirement liability onto the Postal Service, and to permit 
the Postal Service to use the escrow that will accrue as the result of the CSRS 
recalculation. The military retirement modification shifted a $27 billion obligation from 
the federal government to the Postal Service. The President’s Postal Commission 
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recommended that this obligation return to the government. These much-needed funds 
could be used to pre-fund retiree health obligations. Eliminating the escrow account 
would reduce the need for a postage rate spike in 2006. NAPUS also believes that such 
funds could be invested in postal infrastructure that has been ignored for some time. It is 
important to repeat the fact that remedial CSRS legislation will not in and of itself 
provide the Postal Service with long-term relief. Over the last two years, the Postal 
Service has successfully reduced costs to balance shrinking revenue. This has resulted in 
more optimistic than anticipated bottom lines. However, the Postal Service cannot 
continue to chip away at costs without influencing the quality of mail service that 
Americans expect and demand. Rather, we need the tools and flexibility that are essential 
to grow revenue. A more comprehensive approach is necessary which addresses the 
operational, regulatory, and financial needs of the Postal Service. 

Mr. Chairman, these demands can be best met by legislative change akin to legislation 
which you. Representative Davis and others have promoted in the past. The time to act is 
now. It will be too late when we are sorting through the pieces of the Postal Service and 
attempting to apply band-aids to a mortally wounded patient. President Bush has emerged 
as a strong ally in your effort to push forward. The five principles that the Administration 
announced in early December reflect and reaffirm your ongoing legislative efforts. We 
agree that legislation should encourage the implementation of the best practices, ensure 
financial and operational transparency, enhance managerial flexibility to adjust rates, 
promote accountability, and ensure self-financing. NAPUS continues to associate itself 
with Congressional and Administration efforts and will advance these efforts. 
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The fundamental mission of the Postal Service remains unchallenged. The institution 
performs an inherently governmental function and it should continue to provide 
affordable universal postal services. Universal means everywhere, everyday, to everyone 
- rural, suburban, and urban settings. This policy matter Congress must reserve to itself 
and not delegate to a postal regulator. 

Universal service encompasses a nationwide retail and delivery network that reaches into 
every city and town. There are currently approximately 27,000 full service post offices in 
the nation and 1 1,000 subsidiary postal facilities. Historically, there were many more post 
offices. However, during the past century, a large number of post offices were closed or 
suspended. In fact, over the past forty years, more than 1 4,000 post offices have been 
either closed or suspended. It is clear that, under current law and postal regulations, the 
Postal may, and in fact does close post offices. This authority is not to be taken lightly, 
since countless communities rely on their post office for basic mail operations. For this 
reason, section 404 of Title 39 affords communities of specific due process rights should 
the Postal Service target their post office for closure. NAPUS urges Congress to reject 
attempts to weaken these rights afforded to American communities. In many situations, 
this is the only opportunity for communities to appeal post office closures. 

NAPUS has worked with communities in safeguarding their legal rights to protect their 
local post office. Many years ago, NAPUS created the Post Office Closing and 
Consolidation Committee, which monitors Postal Service proposals to close post offices 
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and ensures that appropriate local officials understand their rights under the law. As part 
of this effort, NAPUS publishes and circulates The Red Book: a NAPUS Action Guide for 
Preventing the Closing and Consolidation of Your Post Office. In addition, NAPUS has 
worked closely with the Congressional Rural Caucus to safeguard a community’s due 
process rights. 

Closing small post offices is a dreadful and misguided strategy. Such actions would have 
a devastating effect on many communities, yet have little impact on postal finances. As 
Robert Cohen of the Postal Rate Commission testified before the Presidential 
Commission, closing the 10,000 smallest post offices would only net savings of about 
$567 million - considerably less than I percent of the Postal Service’s operating budget. 
The postal network is not merely the sum of its parts; it is an integrated system, which 
relies even on its smallest components. 

The growing number of delivery points, approximately 1 .7 million per year, cries out for 
more post offices that are strategically located to help guarantee the reliability and 
universality that are the essential to a viable Postal Service. Americans expect access to a 
full service post office. The Postal Service’s own Transformation Plan recognized this 
reality. Despite the fact that 70 percent of postal customers were aware that postal 
products might have been available elsewhere, 80 percent of stamp sales continue to take 
place at the post office. Moreover, the President’s postal panel commissioned a poll, 
which found that 72 percent of those surveyed were either extremely satisfied or quite 
satisfied with service provided by their local post office. 
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It is crucial that Postal Service have the flexibility to respond to and anticipate customer 
needs. The U.S. economy rewards dynamic organizations and penalizes those that are 
incapable of adapting to new market realities. The Postal Reorganization Act did not 
envision the advent of the digital age and keen competition, both domestic and foreign. 
Therefore, the thirty-three year old Act saddled the Postal Service with regulatory 
burdens and rigid rules that preclude a fair opportunity for it to participate successfully in 
the postal market. In part, the President, his Commission, and legislation considered by 
the House Government Reform Committee understood the barriers erected by the Act, In 
response, a consensus emerged that endorsed providing the Postal Service with enhanced 
pricing strategies, in order to be a nimble player in a highly competitive communications 
and logistics market. Permitting the Postal Service the ability to adjust postage rates 
within defined limits would be an appropriate mechanism to grant the agency enhanced 
pricing flexibility. Moreover, permitting the Postal Service greater opportunities to 
negotiate with customers over rates would also be a major improvement over the present 
convoluted postal rate-setting regimen. 

The President’s Commission on the Postal Service made a number of recommendations 
relating to the collective-bargaining process with its unions. While NAPUS takes no 
position on the merits of the recommendation, we are conscience of the controversy 
surrounding the issue. Nonetheless, I would like to address two of the recommendations. 
As you may know, postmasters, supervisors and Postal Headquarters recently put into 
place a new pay-for-performance program. This replaced the controversial EVA program. 
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The link between performance incentives and achieving corporate goals reflects a 
strategy employed by the private sector. 

It is important to note that it is difficult to manage a postal facility when performance 
incentives are inconsistent. The managerial force is compensated using a system that 
rewards performance. The current salary strucmre for craft employees insulates them 
from performance. Students of modem management recognize the concept of deviation in 
workplace performance. Different employees, as the result of different skills and 
aptitudes, function differently. Unless we are somehow able, through collective 
bargaining, to create a pay plan that rewards individual or unit achievement, we will miss 
a cracial opportunity to optimize efficiencies and encourage exemplary performance. In 
sum, the present pay system compromises the workplace by rewarding and potentially 
penalizing one set of employees, yet insulating another. 

We also need to do better job with our unions to train employees to perform different 
tasks within the post offices. This would enable the offices to be more agile and to adapt 
successfully to customer needs. We should work with the crafts to lower or eliminate the 
barriers that preclude postmasters from assigning personnel different duties within a post 
office. If long lines are developing in a postal lobby, the postmaster should be able to 
reassign temporarily an employee from sorting mail in the backroom to working a retail 
window. Postal employees should have the flexibility and training to cross over and 
perform a variety of tasks. 
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Finally, NAPUS remains extremely concerned about the Presidential Commission 
suggestion to “sunset” Federal Employees Health Benefits Program and Federal 
Employee Retirement System coverage of postal employees. The proposal would subject 
health and retirement benefits to collective bargaining. My concerns are: one, the 
proposal does not address the process by which postal managers would earn their 
benefits. Two, the proposal does not address the impact upon current and future postal 
retirees. Three, it is unclear how existing and prospective postal liabilities and assets 
within the FEHBP Trust Fund would be treated. And, fourth, the proposal ignores the 
effect that separating postal employees from the health and retirement programs would 
have on the entire federal workforce and its retirees. 

Mr. Chairman, this concludes my remarks. I look forward to working with you and other 
Members of this panel as we strive to ensure that Postal Service will thrive for many 


years to come. 
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Mr. LeNoir. Thank you, Mr. Chairman and members of the spe- 
cial panel. Thank you for inviting me to appear before you today. 
My name is Steve LeNoir and I am the president of the National 
League of Postmasters. Before coming to Washington, DC, I served 
as postmaster in Horatio, SC for the last 23 years. And while you 
say Pierrepont Manor has a population of 214, my community has 
well over 1,000 citizens in it. 

Mr. McHugh. Actually, to be honest, 213, because I am out of 
town today. 

Mr. LeNoir. Chairman McHugh, I want to publicly thank you for 
your efforts over the last decade on the behalf of the Postal Service, 
and we look forward to working with you and your committee. And 
Congressman Davis, we thank you for hosting this hearing. 

I welcome the opportunity to discuss the important issue of post- 
al reform. Started in 1887 to represent rural postmasters and for- 
mally organized in 1904, the National League of Postmasters is a 
management association representing the interests of all post- 
masters. Although we represent postmasters from all across the 
country, from the very largest to the smallest post offices, rural 
postmasters are a sizable portion of our membership. The League 
speaks for thousands of retired postmasters as well. Mr. Chairman, 
we would like to thank you and your colleagues on the Government 
Reform Committee for your dedication to the issue of postal reform. 

Postal reform is critical to the long term ability of the Postal 
Service to provide affordable universal mail service to every indi- 
vidual, home, and business in America. There is no doubt that the 
Postal Service needs fundamental change. We know that our jobs 
and those of the people we manage are ultimately at stake. While 
we know that the Postal Service’s transformation plan takes us in 
the right direction, we also know that legislative reform is nec- 
essary to finish the process. We commit ourselves to work with you 
to make this a reality. 

Mr. Chairman, as Congressman Davis stated in his opening re- 
marks, the most critical issue facing the Postal Service now is the 
civil service retirement issue. Last year’s legislation corrected an 
overpayment to the CSRS that saved the Postal Service billions of 
dollars, but put those savings from 2006 on into an escrow account. 
The Postal Service has suggested using it to pre-fund retirees’ ben- 
efits, thus funding one of the biggest unfunded liabilities that the 
Postal Service would face in the future. We think this is an excel- 
lent idea. 

Also, last year CSRS legislation forced the Postal Service to as- 
sume the responsibility for $27 billion in military retirement bene- 
fits that were earned by postal employees before joining the Postal 
Service. That responsibility is not one that the Postal Service 
should bear, and it deserves to be transferred back to the Treasury. 
We strongly urge Congress and the committee to make both of 
these issues a top priority. 

On December 8th of last year, the Bush administration called on 
Congress to enact postal reform and listed five principles that it be- 
lieves should guide postal reform. We believe these five principles 
are an excellent foundation for postal reform. 

One issue that does concern us is the possibility of closing rural 
post offices. The League is concerned that access to a post office in 
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a rural community could dramatically change if postal reform is 
not implemented properly. We are particularly concerned that over- 
zealous individuals could develop a mistaken belief that closing 
small post offices would net meaningful savings for the Postal Serv- 
ice. As my colleague, President Wally, pointed out, the facts do not 
support that. The record shows that the cost of the 10,000 smallest 
post offices is less than 1 percent of the total budget for the Postal 
Service. 

Mr. Chairman, rural post offices are a key to a healthy rural 
economy and are necessary to provide a universal service in rural 
America. As supported by our written testimony, the local post of- 
fice is an American institution that literally binds rural America 
together politically, socially, and economically. It is the lifeblood of 
rural communities and it should not be harmed. 

No less important are small post offices in inner city areas. They 
provide a vital link to the Postal Service and the country and they 
also should not be harmed. While we understand there may be a 
legitimate reason to close a post office, we do not believe that the 
existing rules pertaining to these closings of post offices should be 
changed. These rules are fair to the customers, the local commu- 
nity and the Postal Service. 

The League of Postmasters looks forward to working with you 
and your committee in passing responsible postal reform and we 
pledge ourselves to that effort. And I would be happy to answer 
any questions the committee may have. 

[The prepared statement of Mr. Lenior follows:] 
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TESTIMONY OF STEVE LENOIR 
OF THE NATIONAL LEAGUE OF POSTMASTERS 
Chicago, Illinois, February 5, 2004 

Mr. Chairman, members of the Committee, thank you for inviting us to appear 
before you today. My name is Steve LeNoir and I am the President of the National 
League of Postmasters, I have been President of the LEAGUE since 2002, and have 
served in state, regional, and national positions since 1982. I welcome this opportunity to 
discuss the important issue of postal reform. 

Postal Reform is critical to continue the long-term ability of the United States 
Postal Service to provide affordable, universal mail service to every individual, home, 
and business in America, There is no doubt that the Postal Service needs fundamental 
change. We know that our jobs — and those of the people we manage — are ultimately at 
stake. 

While we know that the Postal Service’s Transformation Plan takes us in the right 
direction, we also know that fundamental legislative reform is necessary to finish the 
process, and to ensure that the Postal Service remains healthy and strong. We pledge to 
see that that reform is enacted. 

Last year you passed the Civil Service Retirement System (CSRS) legislation that 
reformed pension funding and corrected an overpayment to CSRS that saved the Postal 
Service billions of dollars. We thank you for your efforts in getting that through 
Congress so quickly. But the issues surrounding the postal “escrow” and the $27 billion 
in military retirement benefits earned by postal employees for service before joining the 



231 


Postal Service needs to be addressed. We strongly urge Congress to make this a top 
priority. 

Background 

Started in 1887 to represent rural postmasters, and formally organized in 1904, the 
National League of Postmasters is a management association representing the interests of 
all Postmasters. Although we represent postmasters from all across the country — from 
the very smallest to the very largest Post Offices — rural Postmasters are a sizable portion 
of our membership. The LEAGUE speaks for thousands of retired Postmasters as well. 

On a personal note, I am from Horatio, South Carolina, and have been postmaster 
there since 1981. Currently, I am on leave from my postmaster position to serve with the 
LEAGUE here in Washington. 

Mr. Chairman, I come from an old postal family and when I speak of the Postal 
Service, I speak from a century-old tradition. My wife is a postmaster in South Carolina 
and she was a postmaster in West Virginia before that. My mother was a Postmaster for 
32 years, and the type of dedicated person that worked in the Post Office right up until 
the day I was bom. My great grandfather, Walter LeNoir, was the Postmaster in Horatio 
from 1900 to 1935. 

We grew up in an environment where the Postal Service was revered. I can still 
remember my mother sitting at the kitchen table and coaching me to study for the postal 
exam. She did this because she saw a bright future for the Postal Service. Although 
we’ve seen many changes in society and the Postal Service since the 1970 Postal 
Reorganization Act, I believe that with proper legislative reform, we can still have a 
bright future and be a viable entity for decades to come. 
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Postal Reform Is Needed 

The recent Report of the President’s Commission on the Postal Service concluded 
“if the nation embraces an ambitious modernization, then the Commission is very 
confident that the Postal Service can continue its 225-year tradition of innovation and 
adaptation to remain a valued and relevant enterprise to the nation it exists to serve.” 
Commission Report at iii. We agree with those sentiments. The Commission also found, 
however, that the Postal Service is in “significant jeopardy” and that without 
“fundamental reforms, the risk of a significant taxpayer bailout or dramatic postage rate 
increases looms large." We agree with that assessment as well. Postal Reform is an 
absolute necessity if the Postal Service is to thrive in the 2 1 century. 

On December 8* of last year, the Bush Administration called on Congress to 
enact postal reform and listed five principles that it believes should guide Postal Reform: 
Create Greater Flexibility, Remain Self Financing, Ensure Financial Transparency; 
Ensure Accountability; and Implement Best Practices. We believe these five principles 
are an excellent foundation for postal reform and later in this testimony we give our view 
of what we see these five principles encompassing. Before that, however, we would like 
to address an issue of critical importance to the LEAGUE: the cost, profitability, and 
relationship of rural Post Offices and Universal Service to America. 

The Cost of Small Post Offices Is Less Than 
One Percent of the Postal Service’s Budget 

The League is concerned that access to a Post Office in a rural community could 
dramatically change if postal reform is not implemented properly. We are particularly 
concerned that overzealous individuals could develop a mistaken belief that closing small 
Post Offices would net meaningful savings for the Postal Service. That simply is not 
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true. As the Postal Rate Commission’s Robert Cohen pointed out, the cost of the 10,000 
smallest Post Offices is less than one percent (1%) of the total budget of the Postal 
Service. Testimony of Robert Cohen before the President’s Commission on the Postal 
Service, February 20, 2003 at 2, 9-10. 

Whether Rural and Inner City Post Offices Are Profitable 
Depends Upon Postal Accounting of Revenues and Costs 

There is a widespread misconception that many rural and inner city Post Offices 
are not profitable, and that more than half of the Post Offices do not break even. This is 
not an accurate picture of the situation because none of the revenue from a piece of mail 
is credited to the Post Office where the mail is delivered. 

For instance, Carolina Power & Light serves a two-state area and mails electric 
bills all across North and South Carolina, including hundreds of rural and inner city Post 
Offices. All the revenue from a Carolina Power & Light mailing is credited to one Post 
Office in Raleigh, North Carolina. None of it is credited to the hundreds of Post Offices 
that actually deliver the bills. Clearly it is wrong to say that the Raleigh Post Office is 
profitable in regards to this mailing simply because it is credited with all the revenue, and 
to say that the smaller delivery Post Offices are not profitable simply beeause they are 
credited with no revenue but have to bear the costs. This is a major mismatch of 
revenues and costs, which results in a distorted picture of which Post Offices are 
“profitable” and which are “not profitable.” 
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Post Offices Are Necessary To Provide Universal Service in Rural America 

In the league’s testimony before the President’s Commission on the Postal 
Service we argued — as many others did — ^that Universal Mail Service was still needed. 
We were very pleased to see that the first lines of the Commission’s Report reaffirmed 
that view: “Universal postal service remains vital to the nation and its economy at the 
dawn of the 2U‘ century.” Commission Report at vii. 

Yet the Commission did not define Universal Service, and we know of no clear 
definition of Universal Service. As we read it, the question remains open as to what 
constitutes Universal Service, 

The League believes that providing Universal Service means not only providing 
universal mail delivery to all citizens, but also providing equal access to all postal 
services, including Post Offices. The Postal Service has an obligation to provide quality 
postal services and access to Post Offices on a universal basis, regardless of whether a 
Post Office is “profitable,” This is particularly true in rural America where Post Offices 
play a role that go far beyond providing postal services. 

The local Post Office is an American institution that is critical to the well-being of 
rural America. It should not be harmed, for it is the institution that literally binds rural 
America together, politically, socially, and economically. It is the lifeblood of rural 
communities. 

The older rural population lives by their day-to-day interaction at the Post Office, 
as well as by delivery of many important things such as medication. It is a big deal when 
the mail arrives at a local Post Office, and often many are there to greet it. Rural Post 
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Offices fulfill a need for this segment of the population as well as provide invaluable 
service to these customers that one cannot measure in dollars. 

Rural Post Offices also serve as gathering places where social news is exchanged 
and political issues discussed, often with some heat. It is in the rural Post Offices that 
political questions are addressed, sides argued, and opinions formed. For decades Post 
Offices have been gathering places where friends share news of graduations, birthdays, 
and marriages. Neighbors would wait for letters from sons and daughters away at college 
or serving in the Armed Forces. Rural Post Offices have also provided safe havens for 
children as school bus stops. 

Many rural Postmasters provide services that go above and beyond the call of 
duty. Postmasters help address envelopes for their patrons, as well as read and explain 
mail to them. For instance, I used to help customers that didn’t have educational 
opportunities fill out money orders, write checks, and write correspondence. 

Additionally, state and federal forms are available in post office lobbies, and rural 
Postmasters often help local citizens with these. Local Post Offices also provide 
community bulletin boards and post federal notices. These are critical services to the 
rural community. 

Even if closing rural Post Offices did save sizeable amounts of money, and even 
if postal accounting did appropriately credit revenues to Post Offices of delivery, we 
believe Post Offices must be measured by the service they provide to the entire nation 
and not be judged solely on financial considerations. The local Post Office is an icon of 
rural America, and neither Congress nor the Postal Service should tamper with it, for 
once a town’s Post Office disappears, the town often shrivels up and dies. 
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We were pleased to see that the President’s Commission agrees with us: “‘low- 
activity’ Post Offices that continue to be necessary for the fulfillment of the Postal 
Service’s universal service obligation should not be closed, even if they operate at a 
substantial economic loss.” Commission Report at XIV (italics in original). 

We urge the Committee to see that a definition of Universal Service in any postal 
reform bill makes it clear that Post Offices are necessary to fulfill the Universal Service 
mandate, particularly in rural areas, where Post Offices play such a critical role. 

Keep the Current Post Office Closing Rules 
While we understand there are legitimate reasons to close a Post Office, we do not 
believe that the existing rules pertaining to the discontinuance of Post Offices should be 
changed or modified. These rules are fair to customers, local communities, and to the 
management of the Postal Service. While we do not believe that the current Postmaster 
General and Headquarters staff have a hidden agenda on Post Office closings, we cannot 
be assured that future leadership will have that same philosophy or the same sensitivity to 
the needs and interests of the local community, if the law were relaxed. 

The Administration’s Five Principles for Postal Reform 
1. Flexibility. The key to the future of the Postal Service is introducing more 
flexibility into the system on a wide variety of fronts. 

Pricing and Product Flexibility. While we accept the fact that some sort of 
pricing regulation is necessary for a monopoly, the present system is simply too 
burdensome. The Pricing system has to be made simpler, and the process faster. 

Flexibility to Close Post Offices. We discussed this extensively above and feet 
current law is sufficient. 
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Flexibility to Close Mail Processing Facilities. The ability to close mail 

processing facilities is markedly different from the issue of closing small Post Offices. In 

November of 2003, Senators Collins and Carper sent Postmaster General Jack Potter a 

letter requesting information on the Postal Service’s plans in this area by April 7, 2004: 

You testified that the Postal Service must have the ability to alter its retail 
and mail processing networks to meet customer needs, provide increased 
access, and achieve greater operational efficiency. In this regard, the 
Service’s Transformation Plan noted that the Service plans to optimize its 
retail network, including closing retail facilities deemed to be redundant 
and reducing the Service’s physical infrastructure in markets where the 
Postal Service considers its retail access to be over represented. ... we 
would like for you to provide the Committee with a plan that lays out 
how the Postal Service intends to optimize its infrastructure and 
workforce. The plan should describe the criteria, process, and data the 
Service uses to make its decisions, as well as the parties consulted in the 
plan’s development.” 


The LEAGUE is waiting to hear how the Postal Service addresses this issue before we 
comment further. 

Flexibility to Sell Services and Products. We agree with the Commission’s 
recommendation to make postal services, such as stamps and service kiosks, more 
convenient for customers and to take some of that activity out of Post Offices. But, 
there’s an important fact to note — there are two different retail markets and we should not 
have a one-size-fits-all mentality. 

One market is that of the large Post Offices, whose long lines are a detriment to 
service. Those Post Offices can benefit by providing more basic service outlets in the 
area, outside of the Post Office. However, in medium to small Post Offices, where lines 
are not an issue, we see a big benefit in having customers transact business in our postal 
lobbies. That gives us a chance to up sell postal products in addition to offering other 
services. 
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The Presidential Commission suggests that we move postal retail to Wal-Marts 
and other such large retail outlets. While that may make good business sense in large 
retail markets where lines are an issue, I believe it would be short sighted not to use our 
lobbies in medium to smaller Post Offices to their full benefit. When customers enter our 
lobbies, we have a chance to up-sell postal products. We should take advantage of that 
opportunity. 

2. Self-Financing. We agree with President Bush that the Postal Service should be 
self-financed. We take pride in the fact that we have not received tax support since 1982. 
Our commitment to the Transformation Plan has proven that we are committed to 
continued cost reduction, increasing revenue, and postal self-sufficiency. 

One way to help the Postal Service continue its self-sufficiency is to maximize the 
revenue potential of the nation’s Post Offices. While delivery of letters, periodicals, 
advertising mail, and parcels is our core business, we feel there is so much more we can 
do. Our network of Post Offices provides a unique opportunity to expand non-postal 
services at our facilities while utilizing the infrastructure we have. We take pride in 
serving our customers, and we need to realize our full potential. 

Over seven million customers visit our lobbies each business day. By offering 
appropriate products and services we can serve our customers and improve the Postal 
Service’s bottom line. We believe that there is great value in our network of over 26,000 
post offices and we have not fully maximized that value. 

We hasten to point out that we are not suggesting that the Postal Service should 
enter into competition with the private sector. Rather, we are suggesting that in rural 
areas where the private sector does not provide adequate services, the Postal Service 
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could fill that gap. For instance, in my city of Horatio, I added a fax and copy machine to 
my Post Office because the closest photocopying shop was 20 miles away. That served 
our citizens well, had no effect on the private sector, and has paid for itself many times 
over. 

Ideas for Partnering with the Private Sector. The LEAGUE has been working 
with Postal Headquarters to explore revenue-producing ideas, and has also been soliciting 
ideas from our Postmasters over the past year. The ideas I am presenting you with today 
can enhance the role the Postal Service plays throughout America. This can be done in 
many instances through partnerships with local businesses as well as in government- 
related services. 

Let’s look at some ideas for partnering with the Private Sector: 

• Computers for access to the Internet and e-mail could be provided in rural and 
inner-city Post Office lobbies. 

• ATM machines from area banking establishments could be installed in 
“unbanked communities.” 

• Coupons and advertising could be sold on the backside of postal receipts as 
many grocery stores do today. 

• Fax and copy services could be offered in communities which currently don’t 
offer that service. 

Ideas for Partnering with the Local, State, and Federal Government. Another 
huge opportunity I see for the Postal Service is working with local, state, and federal 
governments. Currently, Post Offices serve as a resource to the Federal government by 
providing IRS tax forms, registration for Selective Service, wanted posters for the FBI, 
and Duck Stamp sales for the Department of the Interior. We could do more of that; 
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• Voter Registration. We could offer voter registration at post offices, making it 
easier for citizens to participate in the democratic process. 

• Medicare/ Medicaid assistance. We could designate selected Post Offices, 
especially in rural America, as administering offices for the Medicare/Medicaid 
program. These offices could maintain a supply of equipment used by Medicare 
patients. 

• Prescription drug delivery. We could also help with prescription drug delivery 
in rural areas. Holding the medicine for pickup at the Post Office could prevent 
its exposure to adverse weather conditions. Numerous customers in rural 
America receive prescriptions through the mail because there are no pharmacies 
nearby. 

• We could also play a significant role in gathering census data in rural areas. 

• We could serve the new Homeland Security Agency (HSA) as information 
centers, meeting places, storage centers for emergency items, or however deemed 
necessary by HSA. We currently have HAS information in our postal lobbies, but 
there is an even greater role that we could be playing. 


These are just a few examples, and I am sure that with creative thinking we can 
come up with more possibilities to partner with government and private industry. 


3. Transparency. The Presidenfs Commission on the United States Postal Service 
stated that the Postal Service should set the standard for financial transparency by which 
all other federal entities are judged. Commission Report at 66. In furtherance of this 
goal, the Commission recommended that the Postal Service voluntarily comply with 
applicable provisions of the major Securities and Exchange Commission (SEC) reporting 
requirements. Commission Report at 66. 

I believe we can do this and that the Board of Governors has already started along 
this path. At the Januaty 2004 Board of Governors meeting. Chairman David Fineman, 
said: 
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I am pleased to report that significant progress has been made. The 
2003 Annual Report, which is posted on our Web site, includes 
enhanced disclosures in die footiiotes and the Management Discussion 
and Analysis section. Also, in the First Quarter of Fiscal Year 2004, 
the Postal Service has begun to publicly report significant events, on 
our web site, in accordance with SEC Form S-K reporting 
requirements. Additional progress will be achieved with the issuance 
of the Quarter I, Fiscal Year 2004 Financial Report in February. 
Consistent with SEC Form 10-Q, this report will include an enhanced 
Management Discussion and Analysis section and expanded financial 
statements. ... In the coming months we will complete plans to further 
enhance our annual financial reporting. 


We believe that the Postal Service is well on its way towards achieving this goal. 


4. Accountability. The Postal Service has certain monopoly products, and we 
understand that monopolies cannot have complete pricing freedom. The LEAGUE 
accepts that principle and understands that appropriate oversight is vital to the future 
health and well-being of Universal Mail Service and consumer welfare. The President’s 
Commission recommended a three-person board that would have the power to identify 
the scope of Universal Service and regulate the products and services we offer. We 
oppose the idea of giving that much authority to three individuals. 

5. Implement Best Practices. The LEAGUE believes that the current structure of 
the Board of Governors functions well. However, everything can always be improved, 
and the LEAGUE would support any measures that ensured the Postal Service’s 
governing body was better equipped to meet the responsibilities and objectives of an 
enterprise of the size and complexity of the Postal Service. 
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CONCLUSION 

At the beginning of the 21st century, rural America contains 80 percent of the 
nation’s land, is home to 56 million people, and has a poverty level higher than urban 
America, according to the Department of Agriculture’s Economic Research Service. 
www.ers.udaa.gov . We believe Post Offices fulfill a need for this segment of the 
population by providing invaluable service that cannot be measured in dollars. We 
believe Post Offices must be measured by the service they provide, and not be judged 
solely on financial considerations of the Postal Service. The total cost of rural Post 
Offices is less than one percent of the Postal Service’s Budget. Post Offices are critical 
to rural America and their role goes far beyond a postal function. 

Let’s work to make Post Offices not only a lifeline to customers but also a 
positive link to government at all levels. We think there is great value in our network of 
Post Offices. 

The American flag is raised at by Post Offices every day, all across this country. 
The tradition of the Postmaster — starting with Ben Franklin in colonial times — is 
connected to many freedoms enjoyed through the Constitution of the United States and 
the Bill of Rights. It supports and enables many of the rights given to us. Universal 
Service is important to all citizens, all Americans, in the equal opportunity it provides. 

On behalf of the National League of Postmasters, I want to thank you for this 
opportunity to appear before you today. We look forward to working with Congress and 
this Committee to ensure that we pass responsible postal reform that will benefit the 
Postal Service and the customers we serve. 
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Mr. McHugh. Thank you very much, Steve. Let me ask you a 
question. It has nothing to do with postal reform, but what is the 
name of the post office, in Horatio? 

Mr. LeNoir. It is the Horatio Post Office. 

Mr. McHugh. What is the name of your Member of Congress, 
and I do not mean to embarrass you, if you do not know? 

Mr. LeNoir. John Spratt and also Jim Clyburn, I am right on 
the line between those two. 

Mr. McHugh. Well, the reason I ask, the folks in the audience 
do not have the benefit of the written testimony I do not believe, 
maybe they do. They do not have the benefit of the written testi- 
mony, just in case you think this gentleman’s association with the 
post office is tenuous, according to his written testimony, he comes 
from an old postal family, “when I speak of the Postal Service, I 
speak from a century old tradition.” Steve’s wife is a postmaster in 
South Carolina and she was a postmaster in West Virginia before 
that. His mother was a postmaster for 32 years, and as he abso- 
lutely correctly noted, the type of dedicated person that worked in 
the Post Office right until the day he was born. And his great- 
grandfather, Walter LeNoir, was Postmaster in Horatio, where he 
has been Postmaster since, what 1981? 

Mr. LeNoir. 1900-1935. 

Mr. McHugh. His, I mean you, the same post office. 

Mr. LeNoir. Yes, I have been there since 1981. 

Mr. McHugh. If we do not name this one the LeNoir Post Office, 
there is something wrong. We will have to talk about that. In any 
event, thank you very much, sir. 

It hasn’t been since 1900 that Vince Palladino has been in his 
esteemed position, but when I began this process and had the 
honor of serving as the chairman of the Postal Subcommittee, in 
my second term in the House of Representatives, Vince Palladino 
at that time was president of the National Association of Postal Su- 
pervisors, and it is a comfort to me and I am sure to his many 
members that he remains the president. So, Vince, it is good to see 
you again; welcome, and as always we look forward to your com- 
ments. 

Mr. Palladino. Thank you very much. Chairman McHugh. I 
have reduced my remarks due to the pending storm, possibility of 
fire or other hazards. [Laughter.] 

Thank you. Chairman McHugh, for the opportunity to appear be- 
fore the Special Panel on Postal Reform and Oversight on behalf 
of the 36,000 postal supervisors, managers and postmasters who 
belong to the National Association of Postal Supervisors. I am 
pleased to be here today to participate in this hearing to add our 
voice in support of congressional passage of comprehensive postal 
reform. This hearing is an important step toward the achievable 
goal of passing a postal reform bill this year. 

My testimony today is devoted to four areas that should be em- 
braced by postal reform: rationalizing the postal network, achieving 
effective labor-management relations, improving pay and perform- 
ance incentives, and postal pension funding reform. 

We agree with the Postal Commission that the current network 
of post offices and plants requires streamlining, leading to the clo- 
sure of unneeded facilities, to assure that universal service is deliv- 
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ered in the most effective and cost-efficient manner possible. In- 
deed, many of the Nation’s post offices are probably no longer nec- 
essary to fulfill the universal service obligation. 

Streamlining or rationalizing of the postal network should be 
carried out on a comprehensive basis under the authority and the 
control of the Postal Service, in consultation with Congress and its 
stakeholders. The ultimate aim should be to arrive at cost savings 
while preserving affordable universal service. 

We see no need for the establishment of a Postal Network Opti- 
mization Commission [PNOC], as recommended by the President’s 
Commission, applying a base closing approach to unneeded postal 
facilities. The Postal Service is the best-equipped entity to arrive 
at the optimal number, location and function for the mail process- 
ing and distribution functions, just as the Postal Service is simi- 
larly equipped to arrive at the optimal number, location and func- 
tion for post offices. 

Under current law, the Postal Service is not allowed to close post 
offices for economic reasons alone. The Commission recommended 
that such statutory restrictions be repealed and that the Service be 
allowed to close post offices that are no longer necessary for the ful- 
fillment of universal service. We agree and urge the Congress to 
grant the Postal Service the flexibility and necessary accountability 
in fair and rational ways to fulfill its universal service obligation 
in a cost efficient and efective manner. 

From my perspective, as president of one of the foremost man- 
agement associations within the Postal Service, progress is being 
achieved in fostering better communication at the national level be- 
tween the Postal Service and the leadership of the craft unions and 
the management associations. However, progress in lower levels 
and in other areas continues to remain uneven, especially in the 
resolution of grievances. 

The Postal Commission noted that “Encouraging progress is 
being made by the Postal Service and one of its unions in resolving 
grievances through the use of a streamlined grievance process in- 
volving a Dispute Resolution Team [DRT], comprised of representa- 
tives of management and the craft. We believe the DRT approach 
is best directed to the resolution of contract-related disputes in the 
field where they begin, while workplace environment disputes are 
best resolved by mediation. We also are concerned by the growing 
reliance by DRT upon non-binding arbitration decisions as prece- 
dent by Dispute Resolution Teams. We encourage the panel to con- 
tinue its oversight in these endeavors. 

Recently, the National Association of Postal Supervisors and 
postmaster organizations have collaborated with the Postal Service 
in establishing a new pay for performance system, reshaping the 
EVA system first established in 1995, that better rewards team- 
work, efficiency, and service quality in a fair manner. Measurable 
and realistic goals are now being established at the unit, district 
and area levels as part of the new system; progress is being made. 
We agree with the Commission that it is time to expand merit- 
based pay to the entirety of the postal work force, including bar- 
gaining unit employees. The establishment of an incentive-based 
culture of excellence in any organization relies upon performance 
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management systems that reach across the entire organization and 
cover all employees, not only those in management ranks. 

The Commission urged the Postal Service to undertake a study 
of performance-based compensation programs for both management 
and union employees and work with the unions and management 
associations to design and implement a performance-based com- 
pensation program. We are counting on the Postmaster General 
and the craft unions to negotiate some form of pay for performance 
at the bargaining table. We also urge Congress to repeal the cur- 
rent statutory salary cap as it applies to the Postal Service — cur- 
rently $171,900 — and that the Postal Service be authorized to es- 
tablish rates of pay for top Postal Service officers and employees 
that are competitive with the private sector. Additionally, we en- 
courage the special panel to take a critical view toward the neces- 
sity of establishing a new regulatory body, such as the Postal Regu- 
latory Board, to assume authority over total compensation, scope of 
the monopoly, definition of universal service, as well as other im- 
portant policy and regulatory powers exercised by Congress, the 
Postal Rate Commission, and the Postal Service itself. 

Similarly, we question the wisdom of subjecting Postal Service 
pension and post-retirement health benefits to collective bargain- 
ing. This could significantly impact the vitality of the entire Fed- 
eral pension and retiree health benefit programs, and we caution 
Congress to move very carefully in full consultation with the postal 
stakeholder community before proceeding in these areas. We sup- 
port the Postal Service’s proposal to eliminate the escrow require- 
ments so the Service would not have to include $3 billion as a man- 
dated incremental operating expense in fiscal year 2006. We also 
support relieving the Postal Service of the burden of funding retire- 
ment benefits attributed to military service and returning that re- 
sponsibility to the Department of the Treasury. We support the use 
of savings to pre-fund retiree health benefits obligations for current 
and former employees, estimated at approximately $50 billion. 
Under the proposal, the funds would stay in the Civil Service Re- 
tirement System and therefore not impact the Federal deficit. Fi- 
nally, we have recently been apprised of the difference in methodol- 
ogy used by the Office of Personnel Management and the Postal 
Service in determining the Postal Service’s CSRS obligation. We 
were very surprised to learn that according to the Postal Service 
calculation, its obligation is $86 billion less. Somebody has to take 
a look at that. 

Thank you for the opportunity to present these views. We look 
forward to continuing to work with you, Mr. Chairman, and the 
committee, to secure a sensible postal reform. And I remain avail- 
able to answer any questions. 

[The prepared statement of Mr. Palladino follows:] 
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TESTIMONY OF 

VINCENT PALLADINO, PRESIDENT 
NATIONAL ASSOCIATION OF POSTAL SUPERVISORS 

SPECUL PANEL ON POSTAL REFORM AND OVERSIGHT 
COMMITTEE ON GOVERNMENT REFORM 
U.S. HOUSE OF REPRESENTATIVES 

FEBRUARY 5, 2004 

Thank you. Chairman McHugh, for the opportunity to appear before the Special 
Panel on Postal Reform and Oversight on behalf of the 36,000 postal supervisors, 
managers and postmasters who belong to the National Association of Postal Supervisors. 

I am pleased to be here today to participate in this hearing to add our voice in 
support of Congressional passage of comprehensive postal reform. This hearing is an 
important step toward the achievable goal of passing a postal reform bill this year. 

It is increasingly clear that we need to modernize the business model and the laws 
governing our nation’s postal system. Electronic diversion and the steady decline in First- 
Class mail volume threaten the capacity of the Postal Service to support itself through 
postal revenues. The sooner postal reform comes about, the greater will be the Postal 
Service’s ability to focus on its core business of delivering the mail with more flexibility 
and higher profits. 

The President’s Commission on the United States Postal Service rendered a 
valuable service in submitting a report that affirmed the need to transform the Postal 
Service to a more high-performing, results-oriented, transparent and accountable 
organization. 

Some of the Commission’s recommendations can only be implemented by 
Congress through statutory action. Others can be implemented by the Postal Service itself, 
without the enactment of new legislation. 
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The Postal Service, within its own current authority, can move ahead in 
implementing the Commission’s recommendations that address: the improvement of its 
financial transparency; the downsizing of its workforce, post offices and plants; the 
elimination of redundant management structures; the improvement of labor-management 
relations; the broader development of private-sector partnerships; the expansion of retail 
services; and the procurement of new technologies that improve the processing, 
transportation and security of the mail. Many of the Commission’s recommendations in 
these areas represent constructive contributions, and we encourage Congress to assure that 
the Postal Service follows-through on these recommendations. 

The Postal Service cannot get the job done alone, however. Bold action by 
Congress is required to modernize the nation’s postal laws, which have remained 
unchanged for more than 30 years. 

My testimony today is devoted to four areas that should be embraced by postal 
reform: rationalizing the postal network; achieving effective labor-management relations; 
improving pay and performance incentives; and postal pension funding reform. 

Rationalizing the Postal Network 

We agree with the Postal Commission that the current network of post offices and 
plants requires streamlining - leading to the closure of unneeded facilities — to assure that 
universal service is delivered in the most effective and cost-efficient manner possible. 
Indeed, many of the nation’s post offices are probably no longer necessary to fulfill the 
universal service obligation. 

Streamlining or rationalization of the postal network should be carried out on a 
comprehensive basis under the authority and control of the Postal Service, in consultation 
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with Congress and its stakeholders. The ultimate aim should be to arrive at cost savings, 
while preserving affordable universal service. 

We see no need for the establishment of a Postal Network Optimization 
Commission (P-NOC), as recommended by the President’s Commission, applying a base- 
closing approach toward unneeded postal facilities. A base-closing approach, with P-NOC 
preparation of recommendations to Congress to consolidate and rationalize the Service’s 
processing and distribution infrastructure, wilt only delay and diffuse the decision-making 
that should remain in the hands of the Postal Service. The Postal Service is the best- 
equipped entity to arrive at the optimal number, locations and functions for mail 
processing and distribution functions, just as the Postal Service is similarly equipped to 
arrive at the optimal number, locations and functions for post offices. 

Under current law, the Postal Service is not allowed to close post offices for 
economic reasons alone. The Commission recommended that such statutory restrictions be 
repealed and that the Service be allowed to close post offices that are no longer necessary 
for the fulfillment of universal service. We agree and urge the Congress to grant to the 
Postal Service the flexibility - and necessary accountability in fair and rational ways - to 
fulfill its universal service obligation in a cost-efficient and effective manner. 
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Achievin2 Effective Labor-Mana2ement Relations 

Adversarial labor-management relations have been a persistent cause of problems 
in the operational efficiency, as well as the culture and work life, of the Postal Sen/ice. 
The General Accounting Office and others have repeatedly documented the degree to 
which poor communication, persistent confrontation and conflict, excessive numbers of 
grievances, and difficult labor contract negotiations have persisted within the Postal 
Service. 

From my perspective, as president of one of the foremost management associations 
within the postal service, progress is being achieved in fostering better communication at 
the national level between the Postal Service and leadership of the craft unions and the 
management associations. However, progress in lower levels and in other areas continues 
to remain uneven, especially in the resolution of grievances. 

The Postal Commission noted that “encouraging progress” is being made by the 
Postal Service and one of its unions in resolving grievances through use of a streamlined 
grievance process involving a “dispute resolution team” (DRT), comprised of 
representatives of management and the craft. We believe the DRT approach is best 
directed to the resolution of contract-related disputes in the field where they began, while 
workplace environment disputes are best resolved by mediation. We also are concerned by 
the growing reliance by DRT upon non-binding arbitration decisions as precedent by 
dispute resolution teams. We encourage the Panel to continue its oversight to these 


endeavors. 
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Improving Pay and Performance Incentives 

Over the past decade, the Postal Service has led the federal government in efforts to 
build incentive-based, performance-driven compensation systems. It has followed the lead 
of cutting-edge organizations in the private sector in using performance management 
systems to accelerate change and improve individual and organizational performance. 

Incentive-based pay systems within the Postal Service currently apply only to the 
performance of executives, managers, postmasters, supervisors and other nonbargaining 
employees, i.e., management employees covered under the Executive-Administrative 
Schedule (EAS). More recently, the National Association of Postal Supervisors and the 
postmaster organizations have collaborated with the Postal Service in establishing a new 
pay-for-performance system, reshaping the EVA system first established in 1995, that 
better rewards teamwork, efficiency and service quality in a fair manner. Measurable and 
realistic goals are now being established at the unit, district and area levels as part of the 
new system. Progress is being made. 

We agree with the Commission that it is time to expand merit-based pay to the 
entirety of the postal workforce, including bargaining-unit employees. The establishment 
of an incentive-based culture of excellence in any organization relies upon performance 
management systems that reach across the entire organization and cover all employees, not 
only those in the management ranks. 

The Commission urged the Postal Service to undertake a study of performance- 
based compensation programs for both management and union employees and work with 
the unions and management associations to design and implement a performance-based 
compensation program. We are counting on the Postmaster General and the craft unions to 
negotiate some form of pay-for-performance at the bargaining table. 
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We also urge Congress to repeal the current statutory salary cap as it applies to the 
Postal Service (currently $171,900) and that the Postal Service should be authorized to 
establish rates of pay for top Postal Service officers and employees that are competitive 
with the private sector Pay compression of salaries at the top, leaving little financial 
incentive for top and mid-level employees to take on new levels of responsibility, are 
hindering the Postal Service from recruiting the “best and the brightest” to top leadership 
positions. The cap should be lifted and the Postal Service should have the discretion to set 
compensation to attract and retain qualified individuals in the upper management ranks. 
Many Federal entities that require a capable, experienced CEO and other top officers 
already have pay-setting authority. These include the Tennessee Valley Authority, the 
Federal Reserve Board, the Public Company Accounting Board and the Federal Home 
Loan Bank Board. 

Additionally, we encourage the Special Panel to take a critical view toward the 
necessity of establishing a new regulatory body, such as a Postal Regulatory Board, to 
assume authority over total compensation, scope of the monopoly, and definition of 
universal service, as well as other important policy and regulatory powers exercised by 
Congress, the Postal Rate Commission, and the Postal Service itself Similarly, we 
question the wisdom of subjecting Postal Service pension and post-retirement health 
benefits to collective bargaining. This could significantly impact the vitality of the entire 
federal pension and retiree health benefit programs, and we caution the Congress to move 
very carefully, in full consultation with the postal stakeholder community, before 
proceeding in these areas. 
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Reforming Postal Pension Funding 

We support the Postal Service’s proposal to eliminate the escrow requirement so 
that the Service would not have to include $3 billion as a mandated incremental operating 
expense in FY 2006. The Service cannot use the escrow funds unless Congress eliminates 
the escrow requirement or specifies by law how these funds may be used. If no action is 
taken, the unavoidable necessity to raise rates higher than necessary will come about. This 
can and should be avoided. We believe that improved and continued communication by 
the Postal Service with Congress over how it will address its long-term challenges and 
fund its retiree obligations should provide Congress the information it needs and the 
assurance to eliminate the escrow requirement. 

We also support relieving the Postal Service of the burden of funding retirement 
benefits attributable to military Service, and returning that responsibility to the Department 
of the Treasury. We support the use of those savings to pre-fund retiree health benefits 
obligations for current and former employees, estimated at approximately $50 billion. 
Under this proposal, the funds would stay in the Civil Service Retirement System (CSRS) 
and therefore would not impact the federal deficit. 

Finally, we have recently been apprised of the difference in methodology used by 
the Office of Personnel Management (0PM) and the Postal Service in determining the 
Postal Service’s CSRS obligation. We were very surprised to learn that according to the 
Postal Service’s calculation, its obligation is 86 billion dollars less. 

Thank you for the opportunity to present these views. We look forward to 
continuing to work with you, Mr. Chairman, to secure sensible postal reform. I am 
available to answer any questions you may have. 
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Mr. McHugh. Thank you very much, Vincent, and again I deeply 
appreciate your years of commitment to this, I congratulate you. 

As I had a chance to go through your written testimony, all 
three — with the exception of the approach on some of the closure 
issues — you obviously all three are pretty much on the same page. 
One of the issues that the Commission identified in what they 
called “critical” to controlling the future costs of and capabilities of 
the Postal Service is the ability of management and labor to work 
together to constructively determine the right size of the Postal 
Service work force, as they put it, to ensure flexibilities in its de- 
ployment. As management associations, your folks are out on the 
floor and are the main line of interface between management and 
the workers. What do you feel, if anything, is something that this 
panel should work to get into whatever reform bill we might do leg- 
islatively to enhance that opportunity for cooperation and a better 
work force management relationship? Is there anything legisla- 
tively or is that just something that has to be worked out almost 
on a personal level? Wally. 

Mr. Olihovik. Mr. Chairman, I do not know about legislatively. 
It could possibly be done internally among ourselves. I think one 
of the biggest things that we all seem to agree on is the pay for 
performance program that we put implemented. I have been in the 
Postal Service now for over 25 years. I think we have made some 
tremendous strides with the unions. If you take a look at the indi- 
viduals that you had up here before us, I think each and every one 
of them had a 21st century mentality of where this organization, 
the Postal Service, needs to go. 

We all have to clearly be on the right path and it should be the 
same path. I mean, I am very, very optimistic about the new pay 
for performance program that we have recently talked with the 
Postal Service Headquarters about. We had a lot of input into that 
program. But, as I said in my prepared remarks, it is very, very, 
difficult when you have one group going in one direction, being re- 
warded for a certain set of principles, and another group going in 
another. 

I think the idea of striving for excellence together will really 
bring us right at the end. And I know it is not going to be as easy 
as I possibly think it might be at this point in time. But, we have 
good recognition. I mean, being a postmaster, I have held a lot of 
positions in the Postal Service. I will tell you, being a postmaster, 
looking at some of my fellow postmasters, they are some of the 
most dedicated people. We are the people that are out there on the 
front lines every day dealing with customers, and we fully realize, 
Mr. Chairman, that those customers are not our enemies. Those 
customers are our valued customers, and we need them. I would 
rue the day that they ever thought of taking their business and 
going elsewhere. So, it is going to take a collective effort to head 
in the right direction. I think that the pay for performance model 
that we are under now is a good first step. 

Mr. McHugh. Thank you, sir. Steve. 

Mr. LeNoir. I would also like to point out that relations between 
the unions and management associations and postal headquarters, 
I believe, is at an all-time high. I think we are working together 
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on the same page, and I think we want to continue in that direc- 
tion. 

I would also like to point out that the number of grievances has 
decreased dramatically. That was a major problem 2 to 3 years ago 
that the Postal Service decided to tackle head on, and I believe we 
have made a lot of progress in that area. 

One area that I do think we could work toward is flexibility in 
how we can use our employees. Currently, in a large post office, if 
a clerk has down time and tries to push a mail cart across the 
floor, that is mail handler work. We may need a little flexibility in 
how we can use our employees. And I am not certain if that is a 
legislative remedy or if that is just something we need to sit down 
and work with our unions on, to revise outdated rules. 

Mr. McHugh. Thank you. Vince. 

Mr. Palladino. To be blunt, I do not think we need any legisla- 
tion. I think with the new Postmaster General in cooperation, we 
have been working together, things will change, but I think it has 
gone pretty fast. You were there when we had to go through the 
Federal Mediation to have a meeting. We do not do that anymore, 
the Postmaster General calls it, everybody shows up, we all have 
our say and I think we can do better in the future; in fact I know 
we can. 

The workroom floor rules can be talked about with the craft. I 
think they are responsive today and we are working together. So 
I would rather it be left with the Postmaster General and the 
stakeholders to make this Postal Service better and better. 

Mr. McHugh. Thank you, sir, I appreciate it. Mr. Davis. 

Mr. Davis. Thank you very much, Mr. Chairman. 

Gentlemen, as we go through this process of determining what 
the postal system is going to look like, I think there is going to be 
a great deal of conversation trying to determine what universal 
service will actually mean. And I think we are going to look at the 
whole notion of what extent do we consolidate or will we see the 
consolidation, especially of smaller postal units, throughout the 
country. Could you help me with how you think we can reconcile 
those two notions. One, universal service, what are we really talk- 
ing about, and whether or not consolidation of any units will help 
shape the ability to provide universal service in terms of resources 
being available to do that, so could you 

Mr. Olihovik. Congressman Davis, I would like to say my defini- 
tion of universal service is delivering every day to everybody, and 
one of the things that is very important that we have to keep in 
mind is uniform pricing. I think on one of the last panels we might 
have gone a little bit on a tangent with the cost of pricing, taking 
it from one location to another. I for one, would hate to see the day 
where we are charging all sorts of different prices throughout this 
country based on where you live. I think that would be the absolute 
wrong way to do it. We can never look upon rural America as being 
second class citizens. 

As far as looking at what the network might look like, I am abso- 
lutely certain that, in order to be successful, we are all going to 
have to be involved in shared sacrifices, there is no doubt about 
that. There are some people who believe that you cannot close post 
offices. There is nothing written anywhere that says you cannot 
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close a post office. There is no moratorium as of today on closing 
post offices. We have a very defined process and the historical 
record will speak for itself t^en that process has been followed, 
we have in fact closed 14,000 post offices within the last 30 years. 
There are other options and in many of our big cities we have 
things called contract postal units to assist. 

The process was put in place for a very, very good reason, be- 
cause before you take that drastic step of telling a community that 
you are going to close their post office, you better take everything 
into consideration. It would be very different if you were to define 
why we should be closing post offices. I would suggest to you if you 
use the yardstick of a post office losing money that would be an im- 
proper yardstick for closing a post office. I would suggest, if you 
look at the record, that in the State of Maine, where Chairman 
Susan Collins is from, that if you were to use that yardstick for 
closing a post office, you would in fact close 77 percent of the post 
offices in the State of Maine. And where committee member John 
Sununu is from, my home State, New Hampshire, you take a look 
at that you would be closing a similar amount. 

I do not think that is the way to go. I think that the process is 
an established process and I think if people follow the process, the 
Postal Service has done it — and as I said, 14,000 post offices have 
in fact been closed by following that process over the last 30 years. 

Mr. LeNoir. Congressman Davis, I appreciate your effort to try 
to get a clear definition of universal service. We share that same 
concern. 

My friend Dale Holton from the Rural Carriers said that the 
rural carriers were a post office on wheels and provided every serv- 
ice that the post office did. I respectfully disagree with that assess- 
ment. Just like in the weather here, would you like for your grand- 
mother to have to figure out when the rural carrier is coming by 
her house and sit out in front of the mail box and wait for services? 
I just do not think it is an equal service if you take that option 
away from rural America. 

There are so many things that we do in those offices that it is 
hard to put a dollar value on. We have people in my hometown 
that did not have an educational opportunity and we help fill out 
money orders, answer mail and do things for those people that oth- 
erwise would not be done, and it is very hard to put a dollar 
amount on those things. 

As far as the network of plants and things of that nature, we are 
a customer of the plants, we ultimately receive the mail at our post 
office put together by those plants. And how they are aligned, we 
are not taking a strong stance on that now, we just want to do 
what is best for the Postal Service. But I think the key is to utilize 
the full value of the network that we have out there. I do not think 
we fully maximize the value of our post offices. And I think there 
are other services that we could be providing that would bring us 
closer to the break even point. 

Mr. Palladino. I have a wider prospect on what you — on the 
question you are asking. We are in a position where we are losing 
mail and losing revenue and doing what every company in the 
United States today is doing, we are reducing support jobs, and we 
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will reduce plants. If we can get the mail to the post office with 
one less plant the post office is going to do it. 

And the reason that we are looking for some help is because, I 
think, if we get this help from you all, we can do it through attri- 
tion, not through something that has to he done drastically like we 
did in 1992. But eventually we are going to cut somewhere or we 
are going to have to go for subsidy. 

So I think it is like a “catch 22;” we want to get to the most effi- 
cient source with the right price and in order to do that we are 
looking for postal reform, for flexibility to get there. And I do not 
know if that answered your — I think you were talking about 
downsizing. I think it is a fait accompli. We are going to right-size 
or whatever term you want to use, they are looking at all of our 
support positions to bring it down to where they can serve and still 
serve everybody correctly. And the same thing is being done with 
mail processing and possibly post offices. 

Mr. Davis. Well, I do not know if we get there, but it is certainly 
helping as we try to rationalize the most effective approach to look- 
ing at the needs of all the different types of communities that exist 
in our country and look at the needs of those individuals who have 
given so much of themselves to try and make systems work. And 
your testimony has certainly helped me as I try to determine where 
I am, where I stand and what approach I think really works. 

So I certainly want to thank you for coming in and sharing and 
giving that information. That helps a committee or helps an indi- 
vidual like myself make a determination when ultimately we reach 
the point where there is no return and you just have to simply de- 
cide where you are. 

So I thank you very much. Thank you, Mr. Chairman. 

Mr. McHugh. I thank the gentleman as always. Mr. Schrock. 

Mr. Schrock. Thank you, Mr. Chairman, and thank the three of 
you. I want to identify myself with what Mr. Davis said. I have 
learned a lot, too. It was worth coming to this cold city to hear all 
this today and I really appreciate it. 

I was going to ask Mr. LeNoir questions about transferring ex- 
cess post offices in local communities. I will not because you have 
all pretty much discussed that. I think I heard you say that the 
savings would “only be” $500 million. I am not a rich guy and I 
would love nothing better than to take $500 million home to the 
Second District of Virginia for the military, for education, for high- 
ways, and a lot of things. I would be the hero forever. So, I think 
that is a lot of money. As the man whose name is on this building 
said, “A million here, a million there and pretty soon you are talk- 
ing about real money.” To me $500 million is a pretty substantial 
sum of money that I would take any day of the week to take home 
to the district I represent. 

I just have one final question. Do you support allowing the postal 
system to retain their earnings and how do you think those earn- 
ings should be used? To what use should they be put? All of you. 

Mr. Olihovik. I do support that concept. I think there are a 
number of things we can do and I think one of the main things that 
we need to look at is our capital expenses right now. We have had 
too many buildings that have been put on hold as far as needed 
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repairs in the facilities and I think that is one of the things that 
we could look at. I do support that concept. 

Mr. LeNoir. Congressman, I also support that concept because 
with the rate cycle we have now, the first year you are supposed 
to make money, and the second year break even, and then lose 
money the third year. It just seems like a vicious cycle. 

I would like to comment on your $500 million comment. I cer- 
tainly am not trying to trivialize that amount of money, not what- 
soever, but if you look at it compared to a $70 billion budget, you 
have to put it into perspective. As we said, we are trying to figure 
out ways we can make additional funds that we are not currently 
making. I will use an example. In my little office I put in a fax and 
copy machine because the closest service was 20 miles away. I can- 
not compete with private industry, yet it allowed us to make addi- 
tional revenue in that office and it paid for itself many times over. 

Mr. SCHROCK. Sure, I agree. 

Mr. LeNoir. So I just think we need to look at solutions like that 
so we can close that $500 million gap. 

Thank you. 

Mr. SCHROCK. Thank you. Mr. Palladino. 

Mr. Palladino. Repair our infrastructure and reduce our debt. 

Mr. SCHROCK. What is it, $87 billion in infrastructure and $90 
billion in debt? We need to help. 

Mr. Palladino. Yes. 

Mr. SCHROCK. Again, thank you. Thank you for allowing me to 
come here and thank you all for being here as well. 

Mr. McHugh. I thank the gentleman for coming here. I have 
been in Congress for 12 years and I still happen to believe that, 
as my colleague from Virginia suggested, $500 million is worth 
thinking about. I know for many that is a rounding error. [Laugh- 
ter.] 

But I think the point that Mr. Olihovik made is still relevant, 
that if you were to close every post office under that rubric, the 
savings would be, in a relative term to the entire financial situa- 
tion of the Postal Service, kind of minor. But the political ramifica- 
tions would be enormous. I may have mentioned Pierrepont 
Manor — [laughter] — you close that post office in Pierrepont Manor, 
in my humble opinion — the mail service component is obviously 
paramount, but that is the one public facility we have in that en- 
tire community 214 — 213, I am out of town. And it is a meeting 
place, it is a facility that gives a sense of community. Now, I am 
not saying that we should save every post office in America, but 
I am saying it is important and it has to be considered, is the only 
point I would make and I would fully endorse what President 
Olihovik said, in spite of the current impression to the contrary, 
and the Commission made a distinction, it really did. It talked 
about lifting the financial consideration component of the barrier 
against closures. But we can — the Postal Service can close post of- 
fices today. And I am not encouraging them necessarily to do that, 
but they are empowered, they just have to go through a process. 
I think a community that has such a stake in a facility should have 
available to it a process by which to take its case and be heard. 
Again, I am editorializing. 
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Before I close the hearing, and with my appreciation to the final 
panel, I want to emphasize something that I hope I made clear in 
my opening comments. We are here today resurrected from the 
grave of congressional irrelevancy, in large measure because of 
President Bush and the work of his Commission, and I thank him 
for that. I hope I made that clear. And if there is any question 
about the interest and dedication of the administration to this ini- 
tiative, I think it is important that I underscore that we are joined 
very quietly, and I do not believe he has made his presence known 
to anyone but he has been spotted, by Mr. Roger Kodat, who is the 
Deputy Assistant Secretary, I believe, for Government Financial 
Policy — did I get that right, Roger — who just flew out here for this 
hearing, and came out and sat and listened, and to have a Deputy 
Assistant Secretary of a Federal department here to monitor the 
progress and what has been said, I think underscores what I, as 
I said, tried to convey. 

This is an important issue to this administration, and for no 
other reason alone I commend the President and his administra- 
tion, particularly the Department of Treasury which has been so 
interested in this, for their interest. 

Gentlemen, thank you so much for being here. As I tried to indi- 
cate, I appreciate the work you do, appreciate the management as- 
sociations’ members and the great work that they do. When I go 
in and see my postmaster, you know, she is one of yours. And we 
look forward to working with you collectively on a bipartisan basis 
to try to do something that ensures the future one of the most im- 
portant organizations in this Nation, the U.S. Postal Service. God 
bless you. 

And with that we adjourn and look forward to the next trip to 
Chicago. I hope it is sooner than 7 V 2 years, as the last one was for 
me. 

Mr. SCHROCK. As long it is in the summer. 

Mr. McHugh. Yes, well, we will talk to Congressman Tom Davis 
about that. But, Danny, thank you so much for your hospitality 
and thank you for letting us be in your wonderful city and district. 

Mr. Davis. Thank you for being here. 

Mr. McHugh. The hearing is adjourned. 

[Whereupon, at 3:28 p.m., the special panel was adjourned.] 

[Additional information submitted for the hearing record follows:] 
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I would first like to thank Representative McHugh for convening this 
important forum, and for inviting me to offer testimony regarding labor’s 
view of postal reform. I would also like to thank the other distinguished 
Members of the House Special Panel for their commitment to this important 
legislation. 

The Fraternal Order of Police, National Labor Council 2, is the exclusive 
collective bargaining representative of nearly 900 postal police officers 
employed by the United States Postal Service (USPS). I represent these 
officers, who are assigned to 22 postal facilities throughout the United 
States and Puerto Rico. Postal police officers are committed to the safety 
and security of the Postal Service, and are equally committed to the 
reforms necessary for the sustainability of the postal system. 

The Fraternal Order of Police, National Labor Council 2 (FOP) has always 
been supportive of Congressman McHugh’s postal reform initiatives and 
other postal legislation, specifically the legislation which resulted in the 
creation of an independent inspector general’s office in September 1996. 

The FOP firmly supports the views of the Postal Service inspector 
General’s office in regard to the commission report and postal reform. We 
feel that the IG’s views on the various commission findings are 
representative of what is best for long term survival of the postal system. 

Regarding reform, the FOP believes that accountability is of utmost 
importance. Without accountability, problems may be masked by spending 
more money. The following example highlights but one of the many 
reasons we believe this reform is necessary: 
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In 1995, postal police officers began training at the Federal Law 
Enforcement Training Center (FLETC) in Glynco, Georgia. This Deparbnent 
of the Treasury facility trains police officers and agents from most 
governmental law enforcement agencies. By the Postal Inspection 
Service’s own admission, postal police officer training was comprehensive 
and produced well-trained and well-motivated officers, in addition, based 
on partnering agreements, the costs associated with the ten-week training 
program were minimal. 

In August of 2003, however, a decision was made to cancel postal police 
officer training at the FLETC, and to replace it with a six-week “in-house” 
training program to be conducted at a postal training facility in Maryland. 
By the Postal Inspection Service’s own admission, the shorter training 
program would be more costly than FLETC training. 

For obvious reasons — and in our opinion-less comprehensive and more 
expensive training was not in the best interests of postal police officers, 
postal employees, or postal customers. We recognize that an increase of 
thousands of dollars associated with postal police officer basic training 
costs is minimal in relation to other postal practices. However, we firmly 
believe that the Postal Service’s best chance for survival rests in 
controlling costs and the cited example shows a complete disregard for 
fiscal responsibility. This is but one small example of the necessity for 
reform legislation to be enacted during the current legislative session. 

Another example involves an incident which resulted in an official inquiry 
from Congressman J.D. Hayworth. In 2001, Congressman Hayworth asked 
the nation's top postal officials for an immediate briefing on the June 2, 
2001 theft of an estimated $2.7 million from the Phoenix General Mail 
Facility. Hayworth further requested a congressional Inquiry into the 
handling of the case by postal inspectors. Hayworth said he wanted to 
know details of the theft, how security was breached and ”what is being 
done to correct the flawed system.” He also called for "immediate action to 
end the disastrous communications blackout that has undermined public 
confidence” in the postal system. Postal officials concealed the heist until 
they got an arrest warrant for Louis M. Holley, an employee who vanished 
with the money. 

A few months after the $2.7 million theft from the unprotected postal 
facility, the thief was apprehended. While off-duty, Postel Police Officer 
Gary Fournier tracked the criminal to a hotel room in Lynwood, 
Washington. Fournier, a 55-year-old ex-Marine, had been with the Postal 
Service for 18-years, the last six as a postal police officer in Seattle. 
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The man Fournier captured had disappeared and eluded Postal inspectors 
and local police for over two months. Based on Fournier’s initiative, more 
than $1.8 million in cash was recovered at the scene, and another $800,000 
in checks and money orders were recovered later. The subject was 
convicted and is now serving 41 months in prison. 

Fournier’s story should have a happy ending there. Unfortunately, Officer 
Fournier was forced into early retirement when the Seattle Postal Police 
force was deemed unnecessary and was eliminated in 2003. Fortunately, 
the closing did not come sooner, or the Phoenix ttieft may never have 
resulted in an arrest and conviction. Had officer Fournier’s job been 
eliminated sooner, Postal Service coffers might still be missing $2.7 
million. 

The cited examples detail our belief tiiat any reform legislation should take 
into account the safety and security of the postal system, which includes 
customers, employees and assets. This Forum should not be comforted by 
the fact that the Postal Service has eliminated postal police operations In 
six cities — eliminations which have drawn Congressional and Inspector 
General inquiry. 

Additionally, labor-management problems cost the Postal Service millions 
of dollars each year. Much of this cost is related to the thousands of 
grievances filed annually and the missed opportunities to prevent and/or 
resolve grievances at the lowest possible level. Although the Inspector 
General has made numerous recommendations on how to improve 
relations between the Postal Service and its unions, many of these 
recommendations have not been fully implemented. 

Regarding the labor management aspect of the commission report, over 
the past three years, our union has worked with management in an effort to 
reduce the number of outstanding grievances. Resolving labor 
management problems is necessary in order for the Postal Service to 
survive. In order to operate effectively, the Postal Service needs to give 
employee issues a higher priority and enhance each employee’s 
contribution to organizational performance. This is simply not the case at 
present. 

Our union has often gone on record as stating that we want to do more 
work. We have requested to be more involved in necessary law 
enforcement work— including such work as protecting carriers who are too 
often assaulted and robbed while on their routes and protecting postal 
remittances. While such work can easily be incorporated into our statutory 
functions, all such overtures have been ignored by the Service, even as the 
detailed crimes escalate. 


3 



262 


The commission report details crime prevention and security; mail theft; 
robberies and burglaries; assaults and threats; stating; 

The Commission recognizes that the Postal Inspection Service 
plays a vital law enforcement function. Only those activities of 
the Postal Inspection Service that directly support the safety 
and security of the nation’s mail and postal systems should be 
assumed by the ratepayers. The cost of law enforcement 
operations that track broader crimes committed through the 
mail should be borne by taxpayers, generally. 

The FOP agrees with these findings. Postal police officers support the 
safety and security of the mail, and as such, their functions should be 
assumed by the ratepayers. Postal police serve a vital function, especially 
following the events of 9/11 and the October, 2001 anthrax attacks. 

Safety and security of the postal system are of utmost importance. Trust, 
convenience, safety, security and customer satisfaction are more important 
than the absolute lowest cost. Policy makers urgently need to understand 
die vulnerabilities of the Postal Service, and these vulnerabilities should be 
considered in any forthcoming reform legislation. 

Thank you again for asking our views. 
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ANSWERING THE ADMINISTRATION’S CALL 
FOR POSTAL REFORM— PART III 


WEDNESDAY, FEBRUARY 11, 2004 

House of Representatives, 

Special Panel on Postal Reform and Oversight, 

Committee on Government Reform, 

Washington, DC. 

The special panel met, pursuant to notice, at 1:02 p.m., in room 
2154, Rayburn House Office Building, Hon. John McHugh (chair- 
man of the special panel) presiding. 

Present: Representatives McHugh, Burton, Schrock, Miller, Mur- 
phy, Blackburn, Davis of Illinois, Towns, Maloney, and Clay. 

Also present: Representatives Tom Davis of Virginia, Shays, and 
Waxman. 

Staff present: Robert Taub and Jack Callender, counsels; Drew 
Crockett, deputy director of communications; Teresa Austin, chief 
clerk; Allyson Blandford, office manager; Michael Layman, profes- 
sional staff member; Phil Barnett, minority staff director/chief 
counsel; Kristin Amerling, minority deputy chief counsel; Althea 
Gregory, minority counsel; Denise Wilson, minority professional 
staff member; Earley Green, minority chief clerk; and Cecelia Mor- 
ton, minority office manager. 

Mr. McHugh. The panel will come to order. With the gracious 
agreement of Mr. Davis’ staff, the ranking member who is on his 
way — he will be here shortly — he has agreed to let us try to begin 
this hearing. I certainly want to welcome all of you here today. 

This is the third installment of three panel sessions that we have 
had during the past 2 weeks. In that task, we continue today to 
examine the President’s call for postal reform, which he made in 
December and reiterated again in his budget message that was 
presented to Congress on February 2. Today, we are truly honored 
and want to welcome highly esteemed panels, two of them in num- 
ber, of chief executive officers representing the views of customers, 
competitors and postal-reliant businesses. 

I have said it before and I will say it again, and certainly our 
witnesses, I believe you will hear today, know it all too well. The 
Postal Service is the focus of a nearly $900 billion-a-year in indus- 
try activity. It employs some 9 million workers nationwide, and it 
represents approximately 8 percent of our Nation’s gross domestic 
product. 

Our Postal Service is in trouble and it requires reform to pre- 
serve universal service and prevent a worsening crisis. Last week, 
in a panel held in the ranking member’s hometown of Chicago, we 
heard unanimous support from the Postal Service employee groups 
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for the administration’s broad principles on postal reform. Two 
weeks ago, in our first session, the Postal Service itself, along with 
the administration, the Rate Commission, and the General Ac- 
counting Office, all testified that universal postal service is at risk 
and that reform is urgently needed to minimize the danger of sig- 
nificant taxpayer bailout or dramatic postal rate increases. All 
agreed that the Postal Service’s current business model, formulated 
as it was in 1970, is no longer sustainable going into the 21st cen- 
tury. To understand the challenges at hand, one needs simply to 
read the testimony we received regarding the enormous liability 
still facing the Postal Service, the serious declines in mail volume 
and revenue, changes in the mail mix, increased competition from 
private delivery companies, declining capital investment, insuffi- 
cient increases in postal productivity, uncertain funding for emer- 
gency preparedness, and major impediments to continued cost cut- 
ting. 

While the problems are clearly dire, I believe the President’s 
principles for legislative change identify a path to some solutions. 
Fortunately, there currently exists the strong bipartisan basis upon 
which to proceed, including the highly refined bill that we devel- 
oped in the last Congress with Representatives Davis, Waxman 
and Burton. Senator Carper has introduced an almost identical 
version of our legislation in the Senate. 

The Postal Service is simply too important an institution to the 
people of this Nation, to our economy, to await the full brunt of a 
crisis that is clearly on the doorstep. Indeed, there is good reason 
why this is the first administration since that of President Nixon 
to call on Congress to modernize our Nation’s postal laws. I remain 
hopeful, as Congress did in 1970, that we too, in the year 2004, will 
answer the President’s charge and the President’s challenge. 

I would like to thank all of our witnesses for appearing before 
the committee today, and I look forward to their testimony. I will 
have the honor of introducing them in a moment, but before I do 
that, as I said, we would like to cover opening statements. As I 
begin to yield, I see the ranking member of the full committee, Mr. 
Waxman, the gentleman from California, has joined us. Do you 
want to make your opening statement now? 

Mr. Waxman. Sure. 

Mr. McHugh. I would be delighted to yield to him. He was out 
of the room, so I will repeat it. I deeply thank the gentleman for 
his leadership, for his input, and for being here not just today, but 
through this entire challenge. 

Mr. Waxman. 

Mr. Waxman. Thank you very much, Mr. Chairman. I am 
pleased to join with you in this third hearing on postal reform. 

The Postal Service is one of the country’s most venerable institu- 
tions. Since its inception over 200 years ago, the Postal Service has 
played a vital role in our national commerce. Today it remains inte- 
gral to business activities around the country and the world. The 
postal system supports an $891 billion industry, representing over 
8 percent of the gross national product. Businesses and families 
across America depend each day on Postal Service delivery and 
services. Rain or shine, the Postal Service now delivers more than 
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200 billion pieces of mail a year to roughly 141 million addresses. 
The Postal Service is an American institution that we must protect. 

Yet this historic institution that is so vital to our Nation is facing 
enormous challenges. The Internet and e-commerce are eroding 
mail volumes. Security threats like anthrax and ricin pose new 
risks. The Service is operating under a set of laws that have not 
been adapted to the changing delivery environment. While the 
postal pension law we enacted last year provided some immediate 
financial relief to the Postal Service, the Postal Service continues 
to face large financial challenges. The Postal Service’s unfunded 
health care liabilities alone are estimated at between $47 billion 
and $57 billion. 

Our challenge is to modernize the laws that govern the Postal 
Service so that it can remain effective and viable in the 21st cen- 
tury. This will not be easy, because the Postal Service affects so 
many parts of our economy. A wide range of organizations with 
many conflicting interests will be affected by what we do, but 
change is essential if we are to strengthen and preserve the Postal 
Service. 

A key part of this process is that we listen well and that is why 
today is so important. Today’s witnesses range from printers to de- 
livery companies, from a catalog merchandiser to a nonprofit orga- 
nization, from a greeting card company to a direct mail marketer. 
All of these businesses are dependent on the Postal Service. The 
Postal Service’s success will contribute to their success, and a with- 
ering Postal Service will impact these businesses, their customers 
and their employees. 

Similarly, these businesses, each in their own way, contribute to 
the Postal Service’s success. For example, many of the companies 
we will hear from today play an important role in providing the 
mail volume that is so important to the Postal Service’s viability. 
I look forward to hearing their views on the importance of rate sta- 
bility, price flexibility, continuation of universal service, and en- 
hanced regulatory authority. 

As I conclude my remarks, I want to commend three of my col- 
leagues who have taken crucial leadership roles in this process: 
Chairman Tom Davis, Postal Panel Chairman John McHugh, and 
Postal Panel Ranking Member Danny Davis. Chairman Davis said 
last fall that if this committee is going to pass postal reform legis- 
lation, the legislation has to be a bipartisan product, and that is 
exactly the approach that we have been following. 

Thank you all for your interest and I look forward to hearing the 
testimony. 

[The prepared statement of Hon. Henry A. Waxman follows:] 
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Statement of Rep. Henry A. Waxman, Ranking Minority Member 
Committee on Government Reform 
Special Panel on Postal Reform and Oversight 
Hearing: “Answering the Administration’s Call for Postal Reform - 

Part HI” 

February 11, 2004 

I am pleased to join my colleagues in this third hearing on 
postal reform. 

The Postal Service is one of the country’s most venerable 
institutions. Since its inception over 200 years ago, the Postal 
Service has played a vital role in national commerce. Today, it 
remains integral to business activities around the country and the 
world. 

The postal system supports an $891 billion industry 
representing over 8% of the Gross National Product. Businesses 
and families across America depend each day on Postal Service 
delivery and services. Rain or shine, the Postal Service now 
delivers more than 200 billion pieces of mail a year to roughly 141 
million addresses. The Postal Service is an American institution 
that we must protect. 
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Y et this historic institution that is so vital to our nation is 
facing enormous challenges. The internet and e-commerce are 
eroding mail volumes. Security threats - like anthrax and ricin - 
pose new risks. The Service is operating under a set of laws that 
have not been adapted to the changing delivery environment. And 
while the postal pension law we enacted last year provided some 
immediate financial relief to the Postal Service, the Postal Service 
continues to face large financial challenges. The Postal Service’s 
unfunded health care liabilities alone are estimated at between $47 
and $57 billion. 

Our challenge is to modernize the laws that govern the Postal 
Service so that it can remain effective and viable in the 21®* 
century. This will not be easy. Because the Postal Service affects 
so many parts of our economy, a wide range of organizations with 
many conflicting interests will be affected by what we do. But 
change is essential if we are to strengthen and preserve the Postal 
Service. 

A key part of this process is that we listen well, and that is 
why today is so important. Today’s witnesses range from printers 
to delivery companies, from a catalogue merchandiser to a 
nonprofit organization, from a greeting card company to a direct 
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mail marketer. All of these businesses are dependent on the Postal 
Service. The Postal Service’s success will contribute to their 
success, and a withering Postal Service will impact these 
businesses, their customers, and their employees. 

Similarly, these businesses, each in their own way, contribute 
to the Postal Service’s success. For example, many of the 
companies we will hear from today play an integral role in 
providing the mail volume that is so important to the Postal 
Service’s viability. I look forward to hearing their views on the 
importance of rate stability, pricing flexibility, continuation of 
universal service and an enhanced regulatory authority. 

As I conclude my remarks, I want to commend three of my 
colleagues who have taken crucial leadership roles in this process: 
Chairman Tom Davis, postal panel Chairman John McHugh, and 
postal panel Ranking Member Danny Davis. Chairman Davis said 
last fall that if this Committee is going to pass postal reform 
legislation, the legislation has to be a bipartisan product. And that 
is exactly the approach that we have been following. 

Thank you for your interest. I look forward to hearing 
today’s testimony. 
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Mr. McHugh. I thank the gentleman, and again express my ap- 
preciation for rolling up his shirtsleeves as always, and becoming 
so productively involved in this issue. 

Next, I would be honored to yield to the gentleman from Vir- 
ginia, the chairman of the full committee, who truly has taken the 
leadership role in this process, who has not allowed it to sit on the 
back burner, but has dragged the pot from the back to the front 
of the stove, my friend Mr. Davis. 

Mr. Davis of Virginia. Thank you very much. I want to begin, 
Mr. Chairman, by thanking the chairman of the special panel, John 
McHugh, for yielding. I would especially like to thank him for his 
leadership and vision on this important issue and for conducting 
this series of hearings. 

The panel’s first two hearings have been very instructive and 
have also made it clear that there is a broad consensus developing 
around the administration’s five principles for postal reform. Per- 
haps the stars at long last are aligning. I look forward to working 
with Chairman McHugh, the ranking member of the committee, 
Mr. Waxman, the ranking member of this panel, Danny Davis, and 
other members of the special panel to craft postal reform legisla- 
tion that will allow the Postal Service to survive well into this cen- 
tury. 

We have two very distinguished panels of witnesses here today 
and I want to thank each of them for taking the time out of their 
busy schedules to appear before us. I should note that the special 
panel would have benefited greatly from two witnesses who were 
invited to testify today, Mike Eskew, the CEO of UPS, and John 
Fellows, the CEO of DHL Worldwide Express in the Americas. Un- 
fortunately, they both had unavoidable commitments so they were 
not able to appear, but they have submitted testimony for the 
record and we will give them an opportunity to appear in person 
later. I want to thank them for doing so. 

Mr. Chairman, the last time Congress passed comprehensive 
postal reform many of the technologies that we take for granted 
today, such as fax machines, e-mails, the Worldwide Web, were the 
stuff of science fiction. But the threat of electronic diversion to the 
Postal Service’s ability to provide uniform service at uniform rates 
is very real today. First class mail volumes have been in decline 
for several years and the only way the Postal Service can legally 
respond to declining volumes and revenues right now is by raising 
rates even further. As rates go up, even more volume leaves the 
system, contributing to what David Walker, who testified at the 
panel’s first hearing, and is the head of the GAO, has called a 
“death spiral.” 

If we do nothing, the Postal Service will be defunct before we 
know it. I think the time is right for Congress to prevent this from 
happening. For the first time since the Nixon administration the 
White House has called for comprehensive postal reform. Our col- 
leagues in the other body are as committed as we are to preventing 
the Postal Service from melting down. We also have the guidance 
of the President’s Commission on the Postal Service, which did an 
extraordinary job in a very short amount of time. Last but not 
least, we can build on the 9 years of hard work that Chairman 
McHugh has devoted to this issue, and I might add. Chairman Bur- 
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ton before me. I look forward to working with him and the rest of 
our colleagues on the other side of the aisle as we confront this 
vital issue. 

Thank you. 

[The prepared statement of Chairman Tom Davis follows:] 
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OPENING STATEMENT 
CHAIRMAN TOM DAVIS 
GOVERNMENT REFORM COMMITTEE 
SPECIAL PANEL ON POSTAL REFORM & OVERSIGHT 
“ANSWERING THE ADMINISTRATION’S CALL FOR POSTAL REFORM” 

11 FEBRUARY 2004 

I would like to begin by once again thanking the Chairman of the Special Panel, John 
McHugh, for conducting this series of hearings, and I would especially like to thank him 
for his leadership and vision on this important issue. The Panel’s first two hearings have 
been very instructive, and have also made it clear that there is a broad consensus 
developing around the Administration’s five principles for postal reform. Perhaps the 
stars, at long last, are aligning, I look forward to working with Chairman McHugh, the 
Ranking Minority Member of the Committee, Henry Waxman, and the Ranking Minority 
Member of this Panel, Danny Davis, to craft postal reform legislation that will allow the 
Postal Service to survive well into this century. 

We have two very distinguished panels of witnesses here today, and I would like to thank 
each of them for taking the time out of their busy schedules to appear before us. 

Mr. Chairman, the last time Congress passed comprehensive postal reform, many of the 
technologies we take for granted today - such as fax machines, email, and the World 
Wide Web - were the stuff of science fiction. But the threat of electronic diversion to the 
Postal Service’s ability to provide uniform service at uniform rates is very real today. 

First Class Mail volumes have been in decline for several years, and the only way the 
Postal Service can legally respond to declining volumes and revenues right now is by 
raising rates even further. As rates go up, even more volume leaves the system, 
contributing to what David Walker, who testified at the Panel’s first hearing, has called a 
“death spiral.” If we do nothing, the Postal Service will be defunct before we know it. 

I believe the time is ripe for Congress to prevent this from happening. For the first time 
since the Nixon Administration, the White House has called for comprehensive postal 
reform. Our colleagues in the Senate are as committed as we are to preventing the Postal 
Service from melting down. We also have the guidance of the President’s Commission 
on the Postal Service, which did an extraordinary job in a very short amount of time. 

Last but not least, we can build on the nine years of hard work Chairman McHugh has 
devoted to this issue. I look forward to working with him and with our colleagues on the 
other side of the aisle as we confront this vital issue. 
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Mr. McHugh. I thank the distinguished chairman for his kind 
comments and for his leadership on this issue. 

For those of you in the back who cannot see the next speaker, 
you can look right up there and see him. [Laughter.] 

That is not an exercise in ego. It is an exercise of the fact that 
he was the esteemed chairman of this full committee for the 6 
years in which every Member is allowed if they are lucky enough, 
fortunate enough, hard-working enough, and good enough to reach 
that pinnacle. I will tell you that during my time previously as a 
subcommittee chairman and later as a special panel committee 
chairman, Dan Burton took this issue up and worked it to his full- 
est. You could not ask more of a full committee chairman than Mr. 
Burton to render unto this issue. So I am thrilled he asked, volun- 
teered, aggressively pursued a position on this panel. It is a thrill 
for me to see him seated here today. I am honored to yield to him 
once more. 

Mr. Chairman. 

Mr. Burton. Thank you, Mr. Chairman. Would you send a copy 
of your remarks out to my district? I really would appreciate it. 
[Laughter.] 

I should look that good. 

Let me just make a couple of brief comments. I have a statement 
I would like to present for the record, Mr. Chairman. But one of 
the things that is very important, in addition to having the admin- 
istration get on board in trying to get legislation passed which will 
help solve the problems of the Postal Service, is to get the inter- 
ested parties involved in a positive way. 

Now, I do not mean to throw any rocks at anybody and I am not 
going to go into specifics, but there are certain organizations that 
have a vested interest in the Postal Service not doing as well as 
they should because they pick up market share. I think it is real 
important that this subcommittee and the chairman and the ad- 
ministration work very closely with these individuals to make sure 
that they are on board, because if they are not on board, then their 
employees will be lobbying their Congressmen and Senators 
against passage of legislation, and we will be in the same mess we 
are in now, 2 years from now and 4 years from now, and the situa- 
tion will just get worse and worse. 

So it is extremely important that all interested parties be in- 
volved in a positive way in coming to a positive conclusion about 
this legislation. FedEx, Mr. Smith, has been with us for a long, 
long time in trying to solve this problem. I really appreciate that. 
I hope that your counterparts in your industry will likewise look 
at this in a very positive way so that we can get on with solving 
this problem. 

Ultimately, and I hope the industries that I am talking about re- 
alize that if the Postal Service goes belly up or becomes defunct 
down the road, it may in the long run look like it is going to be 
a positive for them, but it will not be. It will be a negative. So it 
is in the best interests of the private sector of this country, as well 
as the post office, to get together and solve this problem. 

With that, Mr. Chairman, I thank you very much for giving me 
this time. 
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Mr. McHugh. I thank the gentleman. Without objection, his en- 
tire statement will be entered into the record. 

[The prepared statement of Hon. Dan Burton follows:] 
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Opening Statement 
Chairman Dan Burton 
Committee on Government Reform 
Special Panel on Postal Reform and Oversight 
Title: “Answering the Administration's Call for Postal Reform -- Pt. Ill ” 

Date: February 1 1, 2004 

Mr. Chairman, as I mentioned during our last hearing here in Washington, as a veteran of 
the old committee on Post Office and Civil Service, I have been active on postal issues 
for many years, and I have been profoundly fhistrated by the inability of all parties to 
come together to resolve the complex and thorny issues surrounding postal reform. 

During my last few months as Chairman of the Full Committee on Government Reform 
we came very close to moving a substantial reform package to the House Floor for a vote. 
But regrettably, we came up just short of the goal line. 

We all know the challenges confronting the Postal Service; more than $90 Billion in 
debts and unfunded obligations, and an unstable financial outlook with mail volume 
rapidly declining as ever more postal delivery addresses are being added to the system. 

For example, just last year the Postal system grew by 1 .9 million delivery points, while 
for the third-straight year actual mail volume declined. First-class mail volume, 
historically the lynchpin of the Service’s revenue stream, declined by over 3 Billion 
pieces, as customers increasingly transitioned to electronic alternatives. With Americans 
becoming more familiar and comfortable doing complex and personal correspondence 
online, the erosion in First-Class mail is bound to accelerate. 

Because the Postal Service remains mired in a regulatory and management model that is 
nearly three decades old and does not provide the Service with the flexibility it needs to 
succeed in a rapidly changing market, the only way that declining revenue and increasing 
service can be reconciled is through ever more frequent and ever larger price increases. 
Price increases which only serve to drive more individuals and businesses away from the 
Postal system, resulting in what the General Accounting Office has referred to as a “death 
spiral.” 

None of us here today wants to see the Postal Service die, The Postal Service is the 
center of an $871 Billion industry employing 9 million workers nationwide, and 
representing more than 8 percent of our Gross Domestic Product. The Postal Service 
itself is a $67 Billion business, the 1 1* largest U.S, enterprise by revenue, and the second 
biggest employer in the Nation employing approximately 843,000 with a recruiting 
backlog of another 400,000 applicants. 

The solution to this problem is going to take compromise, and not everybody is going to 
be completely happy with the final product. However, to wait until we have a perfect 
reform proposal rather than moving forward on a good compromise reform proposal 


1 



275 


would be irresponsible and a disservice to both postal employees and the American 
people. 

We have been discussing and debating postal reform since the early- 1990s, and while we 
talked and debated the crisis grew ever worse. If we continue to talk this issue into the 
ground, and simply end up doing nothing, the financial death spiral of the U.S. Postal 
Service will continue. If we do nothing today to resolve the crisis, a massive taxpayer 
bailout looms just over the horizon. The end result will be a National disaster: a disaster 
for Postal Service management, for postal employees, and for the American people. 

Today’s hearing and the two previous hearings held by this Special Panel on February 
5th in Chicago, and January 28* here in Washington, have given us an opportunity to 
listen to the ideas of postal management, the postal unions, and the various stakeholders 
in the private sector who do large volume mailing that we will hear from today. We need 
their input, but more importantly we need all of the interested parties to back up their 
ideas with a serious commitment to finally making postal reform a reality. For example, 
businesses have a strong incentive to encourage the trend toward electronic mail: 
processing a digital payment over the Internet costs between one-third and one-half the 
price of sending a check through the mail. So, like a three legged stool, reform is 
doomed to fail if businesses decide the price of reform is too high, or if the unions decide 
that reform endangers their bargaining rights. The line between success and failure is 
very fine, but I am here today to roll up my sleeves and work with my good fiiends and 
colleagues until we get the job done. 

In closing Mr. Chairman, I want to thank you once again for holding these hearings. 

They have been an extremely valuable starting point, and I hope that we can build on 
what we have heard, and all work together in a bipartisan way to finally enact serious and 
meaningful postal refonn. To do nothing, as I’ve said, would be a disaster. 
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Mr. McHugh. The next gentleman who hosted us last week in 
the Windy City, the great city of Chicago, who as I mentioned in 
my opening remarks has been an ever-present and ever-forceful in- 
dividual in terms of this initiative, Mr. Davis, the gentleman from 
Chicago, from Illinois, and the ranking member on this panel as he 
was the ranking member on the subcommittee. 

Mr. Davis. 

Mr. Davis of Illinois. Thank you very much, Mr. Chairman. 
Let me apologize for being a bit late, but I have three hearings 
going on all at the same time. I have been trying to figure out how 
to do a double version of the Watusi, to go forward and go back- 
ward and you move. [Laughter.] 

Let me thank you for, first of all, coming to Chicago with the 
hearing last week. All of us in the Midwest were pleased and de- 
lighted that we had the opportunity for a discussion in the greatest 
city in the country, with all due respect to all others. 

But I am pleased to join with you in convening this hearing, and 
welcoming our witnesses today. This is the third of a series of hear- 
ings being held by the Special Panel on Postal Reform and Over- 
sight. It is my understanding that a final wrap-up here will be held 
with the Senate Governmental Affairs Committee next month. 

Last week, we heard from the postal employee unions and man- 
agement organizations. The message was clear and resounding: col- 
lective bargaining has worked and worked well. Today, we will 
hear from postal business-reliant companies. To that end, I would 
like to give a special welcome to Mr. William Davis, chairman, 
president and CEO of R.R. Donnelley. Of course, R.R. Donnelley is 
a Chicago-based printing and logistics company located in my dis- 
trict. Mr. Davis’ corporate and civic leadership has been outstand- 
ing. 

I would also like to recognize Capital One and Pitney Bowes. 
Pitney Bowes and R.R. Donnelley were both in attendance at an 
advisory group meeting I held in Chicago last week, prior to the 
field hearing. In reviewing the testimony, I was pleased to note 
that we seem to agree on many, many of the important issues. We 
need and must protect universal service. The Postal Service needs 
flexibility to set rates and provide rate stability, and the Postal 
Service must not bear the military service payment obligation. 

As my colleagues and I continue to work together to craft respon- 
sible postal reform legislation, I would like to commend our panel- 
ists for taking the time to be engaged and provide input into the 
process. Your support of our efforts is critical if we are to be suc- 
cessful in passing postal reform legislation. I only ask that you stay 
the course with us and stay engaged. 

Again, Mr. Chairman, I want to thank you for your leadership, 
welcome our panelists, and look forward to all of our participation 
as we continue one of the great traditions of this country, and that 
is the ability to communicate from border to border at a cost that 
is possible for people to pay. 

Mr. McHugh. Again, I thank the gentleman for his leadership. 

Next, I would be pleased to yield to one of the newer Members 
of the House, one of the newer members certainly to this panel be- 
cause it is a new panel — we are all newer members of the panel — 
but the gentlelady, again, like everyone else on the panel, sought 
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membership and who was very, very concerned about that. The 
gentlelady from Michigan, Ms. Miller. 

Ms. Miller. Thank you, Mr. Chairman. Certainly, your commit- 
ment to postal reform and creating a successful Postal Service is 
very much appreciated. I would also like to thank Chairman Tom 
Davis for his commitment to this issue, and certainly for allowing 
me the opportunity to serve on this panel as well. 

I think with all the issues facing the Government Reform Com- 
mittee, there are few that are more important than postal reform. 
I am pleased to be given the opportunity to help make a substan- 
tial change for the better. The Postal Service has not been subject 
to significant reform since its inception over 30 years ago. Its cur- 
rent business model is certainly not adequate for the 21st century, 
and we can do better. We need to do better. 

Prior to coming to Washington, before I got this job, I was a 
township supervisor. I was a county treasurer. I was the Secretary 
of State in Michigan. All of these jobs were very administrative in 
nature, but each of them had a similar theme for me, and that was 
reform of an antiquated agency. So in each of my positions, my of- 
fice conducted an expansive operational audit, initiated reform that 
resulted in more cost-effective practices, and certainly more effi- 
cient ways of doing business. 

I think this same attitude seems to be certainly transferred to 
the Federal Government and so many of its agencies. Customer 
service needs to be a goal of each and every postal employee be- 
cause when this kind of an attitude is combined with an effective 
business model, the customer is better served and business can ac- 
tually expand. 

The establishment of postal rates also have to be customer serv- 
ice oriented. If rates are unnecessarily high due to waste or ineffi- 
ciencies, then such a situation would amount to really nothing less 
than a tax on citizens and businesses in our Nation as well. Cer- 
tainly the witnesses before us today represent some of the Postal 
Service’s biggest customers, and they need the predictability as 
they construct their own business models. 

At the State level of government, we were always forced to make 
a business case for the reforms that we put forward. By law, the 
Postal Service is required to fund its own operations, but bureauc- 
racy and inefficiencies sometimes can rule with an iron fist. This 
is a problem, and the President’s criteria for reform will certainly 
help us as lawmakers cut through some of the red tape and remove 
unnecessary hurdles. 

Postal reform is a challenge, but it is also an opportunity to 
change a government entity for the better through transparency, 
flexibility, and accountability, the Postal Service can be successful. 

Again Mr. Chairman, I want to thank you for holding this hear- 
ing today. I am very confident that each of the witnesses today will 
provide this panel with information that will allow us to help the 
Postal Service become a success well into the 21st century. I look 
forward to working with you and all the members of this panel to 
draft legislation to that end. Thank you. 

Mr. McHugh. I appreciate the gentlelady’s presence and her in- 
terest and hard work on the committee. 
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Next, a fellow New Yorker who has dual zip code residencies, 
hoth in the greater New York area and also in the even greater 
New York area of Blue Mountain Lake in my district, Mrs. 
Maloney. 

Mrs. Maloney. I would like to thank Chairman McHugh from 
the great State of New York for all of his efforts, along with Rank- 
ing Member Danny Davis, who is the founder of the Postal Caucus, 
as well as Chairman Tom Davis and Ranking Member Waxman. 

I would also like to really thank all of the industry representa- 
tives today, and a very special welcome to one of my constituents, 
Ann Moore, who happens to be chairwoman and chief executive of- 
ficer of Time Inc. We are very proud that you are here today. I be- 
lieve she is the first woman to hold this important position and 
that is an important role model to women in general. I know how 
active she has been in the PTA and the civic fabric of our city, so 
we appreciate that. 

We are here today to review the Commission’s recommendations, 
but I do want to note that the Postal Service is the second largest 
civilian employer in the Nation, employing well over 800,000 tal- 
ented and dedicated workers. The mail industry is 8 percent of our 
GDP, a $900 billion industry that includes not only the Postal 
Service, but also 9 million individuals in the private sector. 

I also have the honor of representing a large part of the maga- 
zine industry, which is enormously important both to the economy 
of New York, and I would say, the entire country. These are not 
jobs that go overseas. These are highly paid jobs that are important 
to our economy. I mentioned that I just came from a hearing with 
Chairman Greenspan from the Federal Reserve. We were talking 
about the 3 million jobs lost in the past 3 years. So maintaining 
jobs in our country is a very important social goal. 

I do want to note that as much as we appreciate magazines, they 
entertain us, they educate us, but because of the escalating cost of 
the mail, a number of magazines in the district that I represent 
have folded: Mademoiselle, one that I used to read in my youth. 
Mode, Brill’s Content, and Industry Standard. These are magazines 
that contacted me. There may have been more that folded, but 
these are several magazines that folded in the recent 3 years. The 
reason that they gave was the escalating cost. So by keeping postal 
rates affordable, publishers, individuals and industries can con- 
tinue to use the Postal Service, whether it is to send a letter to a 
friend or a magazine. 

Today, we have the opportunity to hear the responses we have 
heard in two former hearings, their response to the Commission’s 
recommendations, and to hear how the postal reform recommenda- 
tions will affect their businesses, and very importantly, their ability 
to employ citizens in our communities. So I look forward to the 
hearings, and again I congratulate particularly Chairman McHugh 
and Danny Davis. This is an issue they have worked on for at least 
5 years, so I hope we can come to a conclusion this year. 

Thank you very much. 

Mr. McHugh. I thank the gentlelady for her hard work. 

Next, the gentleman from Pennsylvania, who again asked volun- 
tarily to be on this special panel. We deeply appreciate that. It 
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demonstrates his concern and his devotion to the issue, Mr. Mur- 
phy. 

Mr. Murphy. Thank you, Mr. Chairman. I appreciate the oppor- 
tunity to be here today and to serve on this panel. 

There is no better time than the present to thoroughly examine 
the health and viability of the U.S. Postal Service. It has been said 
many times by both members of this panel as well as other wit- 
nesses testifying before it, but it bears repeating, that if the Postal 
Service is to continue to serve the public in the future as ably as 
it has in the past, changes must be made. 

The Postal Service and the private mailing industry, postal em- 
ployees and the public, cannot afford to wait any longer for mean- 
ingiful action to be taken. I want to commend the President for tak- 
ing the initiative and highlighting the pressing need for postal re- 
form by establishing the President’s Commission on the Postal 
Service, as well as thank this panel. 

I need to offer thanks to the many workers of the U.S. Postal 
Service who have themselves offered ideas from the inside to im- 
prove efficiency, reduce waste, and enhance consumer services. I 
am looking forward to hearing testimony today, particularly from 
Mr. Smith, as you may know, Dan Sullivan, the president and CEO 
of FedEx Ground who really is the reason why you are so success- 
ful. [Laughter.] 

I hope he reminds you of that daily. He did not pay me to say 
that today. [Laughter.] 

It is extremely helpful for me to hear from those who are in- 
volved with private delivery, as well as those who are involved with 
the Postal Service, to hear ideas come from the inside. I certainly 
encourage all services to continue to get us that kind of informa- 
tion, which helps us make the best of good organizations. 

Thank you, Mr. Chairman. 

Mr. McHugh. I thank the gentleman. 

Next, another New Yorker. You can never have too many New 
Yorkers, the gentleman from the great city of New York, my good 
friend, Ed Towns. Mr. Towns. 

Mr. Towns. Thank you very much, Mr. Chairman. Let me thank 
you for holding this hearing. This is our third hearing. This has 
been an informative process, and Subcommittee Chairman McHugh 
and also Mr. Davis should be really commended for their hard 
work. I salute you for it. 

I would also like to recognize one of our witnesses here today. 

Mr. McHugh. Because he always says so many important things, 
the audience is expressing an interest, they cannot hear you. Could 
you swing that mic closer? 

Mr. Towns. Can they hear me? That’s a new one. 

Mr. McHugh. Yes, it is. [Laughter.] 

Mr. Towns. Thank you, anyway. [Laughter.] 

Mr. McHugh. You can repeat the nice things you said about me. 
I don’t care about the rest of it. [Laughter.] 

Mr. Towns. I would also like to thank, of course, Ann Moore, the 
chairman and CEO of Time Inc. Carolyn Maloney, my colleague, 
said some nice things about her and claimed her, but her daughter 
goes to school in her district, but she actually lives in my area, so 
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I want you to know that. I want to make that distinction. She is 
Kings County. [Laughter.] 

It is always good to have someone from Kings County appear be- 
fore this committee. You are always welcome. I want you to know 
that. I have to make certain that I top Carolyn Maloney. [Laugh- 
ter.] 

Though it has been widely reported and often repeated about the 
fact that we must reform, I do not want to lose track here about 
what we are supposed to be doing because reform is neither posi- 
tive or negative. We want to talk about some positive kind of re- 
forms. When you say “reform,” you have to tell us what you are 
going to do. When we hear “reform” around here, we get all excited. 

What I have learned over the years that I have been around is 
that when you say “reform” around here, that means cut your 
budget. We do not want to be involved in that. It is like my dad 
used to tell my brother and I about prayer. He said, “Son, if some- 
body says they are going to pray for you, you need to try and find 
out what they are going to say.” [Laughter.] 

He said, “the prayer is neither positive or negative. They might 
pray that they break your neck.” So we have to make certain that 
the changes that we make here are positive, because I think that 
is more important than anything else, just not to reform, but to 
make certain that we reform in a positive kind of way. 

So far there seems to be nearly unanimous agreement on some 
of the issues. We all agree that outstanding issues related to the 
escrow must be resolved quickly so those funds can be used to ad- 
dress long-term liabilities like retiree health care and capital im- 
provements. 

There is also widespread agreement that the Treasury Depart- 
ment should take responsibility on military pensions. That is some- 
thing that I think should happen. This position has been adopted 
by the Presidential Commission, members of both sides of the com- 
mittee, union representatives, and according to our witnesses’ testi- 
mony, they also agreed with it as well, by the mailing industry as 
well. 

The only stakeholder not to adopt this position so far has been 
the administration. Given such support from a diverse array of in- 
terests, I hope that the administration understands that there is no 
negotiation on this point. This is a point that we will not back off 
of. As one union official noted, the Postal Service will not be a cash 
cow to reduce the deficit. 

But beyond these issues, some divisions have emerged. On paper, 
the objectives set out by the Commission seem reasonable and fair. 
Just like any nonprofit organization or business, why would we not 
want to implement the best practices in postal operations? 

Additionally, as a public institution, it would seem to make sense 
that Postal Service operations are transparent and accountable. 
The difficulty arises when we have to translate these principles 
into actual legislative language. Given the slow and steady drum- 
beat of consensus that is beginning to emerge on these issues, I re- 
main hopeful that we will be able to reach consensus on some of 
these difficult issues. 

The long-term viability of the Postal Service and its workers, our 
constituents, and the millions of employees in the mailing industry 
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depend on us. We must not let them down. I look forward to hear- 
ing today from the witnesses on why they believe these reforms are 
critical and why we need to act on these changes now. 

Thank you, Mr. Chairman. On that note, I yield back. 

Mr. McHugh. I thank the gentleman, and I listen to his words 
very carefully. He should listen to mine. Depending on how he 
votes, I will pray for you. [Laughter.] 

Next, I am honored to yield to the gentlelady who, again as we 
all have, volunteered to be on this panel, the gentlelady who helped 
with chairing one of our hearings and has done a great job, from 
Tennessee, Mrs. Blackburn. 

Mrs. Blackburn. Thank you, Mr. Chairman. I will be very brief, 
and look forward to hearing from our panelists. 

I want to thank each and every one of you for taking your time 
to be here today. I especially would like to extend a welcome to Mr. 
Smith. And it is always a pleasure to see someone from Tennessee 
and from our district, Mr. Critelli, who has many employees that 
are in our district and are constituents. We welcome you. We look 
forward to hearing from you, and also learning from you lessons 
learned, best practices that we are looking forward to seeing imple- 
mented in the Postal Service as we address the need for reform and 
equipping the Postal Service for 21st century delivery of service. 
We thank you and we appreciate your contribution. 

Mr. McHugh. I thank the gentlelady. 

Next, a gentleman who cares enough about this issue to even in 
the month of February, no offense, Mr. Ranking Member, Mr. 
Davis made the journey from Virginia to Chicago. I will allow you 
to make the judgment as to what kind of devotion that shows on 
an issue. 

Mr. Schrock. 

Mr. Schrock. Thank you, Mr. Chairman. 

When Danny Davis promises if you come to Chicago he will give 
you good weather in January or February, please beware. [Laugh- 
ter.] 

You know, “fool me once, shame on him; fool me twice, shame on 
me.” But I must admit, I have not been involved in this postal 
issue as long as people like the chairman and the ranking member 
and other members, but like so many here, I volunteered. I asked 
to be on this panel because of the great impact the Postal Service 
has on our economy and every single American. 

The Postal Service would fail if it were not for its largest cus- 
tomers that we see sitting here today, and their input on the future 
direction of the Postal Service is of utmost importance. I am glad 
to have those leaders here to talk about those customers today. I 
have read all your testimony and I look forward to hearing that 
and then asking questions at the end. 

Thank you, Mr. Chairman. 

Mr. McHugh. I thank the gentleman. Again, I have found, where 
I am from, the weather in Chicago is wonderful. [Laughter.] 

But it was really great that you made the effort to be there. We 
deeply appreciate it. 

Next, a gentleman, and last I believe, only by order of congres- 
sional procedures, a gentleman who is not a member of this panel, 
but who has previously been a member of the full subcommittee. 
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I will tell you from our personal conversations, he is one of the 
most interested and concerned members on this issue, the gen- 
tleman from Connecticut, Mr. Shays, who wanted to he here and 
particularly make a statement about one of our panel witnesses, 
who has a somewhat passing interest in the great State of Con- 
necticut. 

Mr. Shays. 

Mr. Shays. Thank you, Mr. Chairman. 

Mr. Chairman, not being a freshman, I certainly did not volun- 
teer for this committee, having had the opportunity to do some of 
this work in the past. 

I am here, frankly, to thank those who have volunteered, and to 
thank you, Mr. Chairman, and Danny Davis and our ranking mem- 
ber, and in particular the chairman of the full committee, Tom 
Davis. This is a hugely important issue. I think it speaks volumes 
that we have such a distinguished group of panelists. 

I do not intend to ask questions, but I do intend to stay for the 
first round of statements from all of our panelists. I want to thank 
them, each and every one, for being here. I do want to particularly 
thank Michael Critelli. He has been laboring on this issue for an 
extraordinarily long time and has sought to make this bipartisan. 
Frankly, that is the only way it is going to succeed, and not just 
management, but with unions as well. Michael, I just thank you for 
what you have done. 

I also want to say something else to this full committee and to 
the audience here as well. Pitney Bowes made a decision in Stam- 
ford, CT, which is a corporate mecca, frankly, of the United States, 
in my judgment, to move some of its operations to the old indus- 
trial city of Bridgeport, which I also represent. He did it without 
any fanfare. He just knew it needed to happen. He could have 
moved some of these folks to suburban areas. For that, as well, Mi- 
chael, I just thank you for what your company is doing. It speaks 
volumes for who you are, but it also speaks volumes for the com- 
mitment of your wonderful company to the well-being of our coun- 
try and to the district that you are in. 

Thank you for allowing me that opportunity. I will, as rec- 
ompense, stay for all the statements since I have been allowed to 
make a statement. 

Thank you. 

Mr. McHugh. I thank the gentleman for being here and for his 
leadership on this full committee, and his deep concern on this 
issue. 

It is now time for me to have the honor of introducing our wit- 
nesses. I can assure the audience that these captains of industry 
are not entirely accustomed to sitting for as long they patiently 
have listening to a bunch of politicians make statements. No Amer- 
ican should have to go through that. [Laughter.] 

But they did, and I am deeply appreciative for it. I want to intro- 
duce them to you. 

These are partners in our effort at postal reform. If you look at 
the interests that they represent, it is a remarkable one and one 
that perhaps some would argue places their corporate interest be- 
hind the national interest. That is about as high a praise as I think 
anyone could assess to any individual. 
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The gentleman from Connecticut just introduced Mr. Mike 
Critelli from Pitney Bowes. You heard about his interest in the 
State of Connecticut, but they have long been a partner in this ini- 
tiative. He has done yeoman’s work in creating the Mailing Indus- 
try CEO’s Council, which has been instrumental in trying to move 
forward this issue. Ms. Ann Moore, I don’t know where she lives, 
I don’t know where she works other than New York, and that is 
all I care about, but obviously Time Inc. is a true giant, not just 
on the corporate scene in the United States, but on the world stage. 
We are deeply honored to have her here today. 

Bill Davis from R.R. Donnelley, from the great city of Chicago. 
Mr. Davis and his company were one of the earliest partners with 
this original subcommittee and now panel, in trying to move in this 
area. We are deeply, deeply appreciative of his efforts. 

Mr. Nigel Morris of Capital One. Mr. Morris represents a com- 
pany that has enormous financial interest in the U.S. economy, in 
the world economy. His recognition of this interest as one of great 
importance is demonstrated in his presence here today. We are 
deeply appreciative of that. 

In particular, I want to especially welcome and thank Fred 
Smith from Federal Express. Fred has been a steadfast partner, a 
supporter throughout our most early efforts at postal reform in the 
mid- and late-1990’s. And as he has done here today, when you 
have a chance to hear his testimony, and I hope you get a chance 
to read his full statement, has provided constructive, honest, credi- 
ble, reasonable recommendations. He is a competitor of the Postal 
Service. This is a gentleman who started a company from nothing; 
who has become an enormous example of what the American op- 
portunity can present to people with initiative and the willingness 
to work hard, and who still at the end of the day as a U.S. citizen 
recognizes the importance of a viable Postal Service. Fred, a par- 
ticular welcome and thanks to you. 

I would state, and I have always felt it was somewhat of an 
anomaly, that Members of Congress should take the oath of telling 
the truth, but our committee policy is that all witnesses should be 
sworn in prior to their testimony. So if you would please all rise 
and raise your right hands and answer the following question. 

[Witnesses sworn.] 

Mr. McHugh. And they have so answered in the affirmative. 

I am going to ask the witnesses to present their testimony based 
on the list that I have in front of me. I think it generally goes from 
our left to the audience’s right. Note that without objection, all of 
your written testimonies will be entered in their entirety to the 
record. Without objection, so ordered. 

With that, to the extent it is possible, we are not going to run 
red lights on you, but clearly your time is probably far more valu- 
able than ours, if you could try to summarize your comments, it 
would be greatly appreciated. 

With that, Fred Smith, chairman and chief executive officer of 
FedEx, Federal Express. Fred. 
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STATEMENTS OF FRED SMITH, CHAIRMAN AND CHIEF EXECU- 
TIVE OFFICER, FEDEX; ANN MOORE, CHAIRMAN AND CHIEF 
EXECUTIVE OFFICER, TIME, INC.; MICHAEL CRITELLI, 
CHAIRMAN AND CHIEF EXECUTIVE OFFICER, PITNEY 
BOWES; WILLIAM DAVIS, PRESIDENT AND CHIEF EXECUTIVE 
OFFICER, R.R. DONNELLEY & SONS; AND NIGEL MORRIS, CO- 
FOUNDER AND VICE CHAIRMAN, CAPITAL ONE 

Mr. Smith. Thank you very much, Mr. Chairman. As you sug- 
gested, I will submit our testimony for the record and just summa- 
rize it. 

On behalf of hundreds of thousands of FedEx shareowners and 
over 220,000 FedEx employees in the United States, we appreciate 
the opportunity to comment on this important initiative. As you 
noted, we do support USPS transformation and modernization so 
it can survive and prosper. We have supported reform legislation 
which you championed in previous Congresses. We will submit de- 
tailed comments on a new bill when it is ready. 

FedEx is no stranger to the requirement to modernize and meet 
market conditions. As Mr. Murphy mentioned a moment ago, we 
have become a major player in the ground parcel business, in the 
freight business. We have become an enormous presence in the 
international trade of the United States and the world. All during 
those diversifications and new initiatives, our domestic express 
business has declined in the sector that can be transmitted elec- 
tronically. 

So we have seen this as a company, and we have seen it observ- 
ing the Postal Service and industry and technological development, 
and as a supplier to the Postal Service. So we strongly believe that 
the Postal Service must transform. We are in the midst of a truly 
unprecedented phase of the Information Revolution, with the Inter- 
net and the other remarkable technologies as Chairman Davis 
mentioned at the onset. To properly transform, we feel that the 
USPS needs flexibility and incentives. General Potter has testified 
to this committee quite succinctly that his management needs the 
flexibility to manage the business. The right incentives to manag- 
ing any business are critical, whether it is FedEx or the USPS or 
any other enterprise. 

Certainly, the obstacle is not a lack of good people at the USPS. 
We have been uniformly impressed with the quality of the folks 
that we deal with at USPS and their executives in particular. But 
quite frankly, we could not have transformed and become a $25 bil- 
lion business had we had the same restrictions and disincentives 
of a monopoly that currently shackle the Postal Service. 

The Presidential Commission, as was noted a moment ago, rec- 
ommended that the best practices of the private sector be applied 
to the USPS. Again, that means flexibility and incentives. The 
Postal Service regulatory regime needs to transform, and we sup- 
port the guarantee of universal postal service, and at the same 
time appropriate restrictions on cross-subsidy and unfair competi- 
tion where the Postal Service competes with private companies. 

The key to this regulatory transformation is to have separate 
management and governance. Congress should set the scope of the 
universal service that you desire, and then the appointed regulator 
should enforce that scope. The regulator should set the monopoly 
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at a level that is at a minimum needed to fund universal service, 
and this should be an economic and not a political question. The 
regulator should set price caps for non-competitive products. 

On the other hand, the management of the USPS, in our opinion, 
should set the wages, other input costs, manage retained earnings, 
and so forth. The regulator should then set public policy objectives 
for the USPS management to manage against. 

We strongly believe that regulatory transformation can result in 
better universal service and appropriate controls on unfair competi- 
tion that are better than the current law. FedEx also supports the 
USPS on some of the issues that have been discussed today: mili- 
tary pensions, the matter of the escrow account and so forth. 

In short, we think that the USPS at the end of the day in this 
legislative process should end up being a much more business-like 
enterprise with less political agendas, with the USPS board em- 
powered to oversee an appropriate transformation. 

Thank you very much, Mr. Chairman. 

[The prepared statement of Mr. Smith follows:] 
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Before the 

Special Panel on Postal Reform and Oversight 
of the 

Committee on Government Reform 
United States House of Representatives 


Prepared Statement of 
Frederick W. Smith 

Chairman, President, and Chief Executive Officer 
FedEx Corporation 

February 1 1, 2004 


FedEx supports modernization and transformation of the United States Postal Service, 
FedEx worked closely with the committee in the past to develop H.R. 22 and H.R. 4970, and we 
continue to believe that this legislation represents a sound and balanced update to the Postal 
Reorganization Act of 1970. For reasons well described in the recent report of the President’s 
Commission on the Postal Service, the Postal Service must be transformed into a fundamentally 
more flexible and responsive organization if it is to survive and prosper in the shifting social, 
commercial, and technological conditions presented at the start of the twenty-first century. At the 
same time, the regulatory framework must be reshaped to protect and promote a universal postal 
service suited to the needs of citizens in the Information Age. At FedEx, we look forward to 
working with the committee in addressing these challenges. 

I am testifying today on behalf of the management and over 200,000 employees and 
independent contractors who make up the FedEx family of companies. For them and for myself, 

I would like to thank the committee for this opportunity to present our views on reform of the 
nation’s postal laws. I am keenly aware that many members of the committee have worked long 
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and hard to find a formula for postal modernization. Chairman Davis, Mr. Waxman, Mr. Burton, 
and Mr. Davis of Illinois have been leaders in this bipartisan effort, and we at FedEx are gratefitl 
for their contributions. Chairman McHugh, however, deserves the particular thanks of all 
participants in this process. As the prime mover of postal reform for eight long years, he has 
combined the patience of Job with the wisdom of Solomon and the eternal optimism of a Cubs 
fan. It is a particular pleasure to return to the topic of postal reform and find Chairman McHugh 
still holding the gavel. 

In four previous appearances before the committee, I have discussed in some detail the 
key concepts and specific provisions found in past legislative proposals, including the inherent 
difficulties in competition between public and private enterprises, appropriate mechanisms for 
ensuring universal service, division of postal products into non-competitive and competitive 
categories, reasonable limits on pricing flexibility for each category of products, proper bounds 
for market tests of new postal products, the scope and administration of the postal monopoly, 
equitable access to the mailbox for all operators, equal application of non-postal laws to the 
Postal Service and private companies, impartial administration of postal laws, Postal Service 
entry into new markets, the role of the Board of Governors, and inadequacies in U.S. 
international postal policy and the Universal Postal Union. I am happy to acknowledge that the 
last version of this legislation (H.R. 4970) addressed most of the points raised in my testimony. I 
will be glad to comment in similar detail on a new legislative proposal when it is ready. 

Today, I would like to focus more generally on how the evolving commercial 
environment has impelled profound changes in the way we at FedEx do business and why, in my 



288 


3 


view, similarly elemental changes must be considered for the Postal Service and the postal 
regulatory framework generally. 

The Transformation of FedEx: 

From Domestic Express to Global Transportation Solutions 

As the Postal Service, the Presidential Commission, the Comptroller General, and many 
others have pointed out, the delivery services sector is changing rapidly and ftindamentally. 
Postmaster General Potter has rightly called this a period of “structural change,” For the Postal 
Service, the key barometer of change is its core product, First-Class Mail. First-Class Mail has 
dropped by more than 4 percent since 2000. Moreover, as Governor Fineman, chairman of the 
Postal Service's Board of Governors, has pointed out, the product mix of the Postal Service is 
shifting inexorably. This year First-Class Mail crossed a major psychological barrier as it fell to 
less than half of total mail volume (49 percent, as opposed to 50 percent in 2000). 

Virtually all observers have emphasized to this committee that the Postal Service needs 
greater flexibility in operations and pricing. I agree with these prescriptions. To underscore this 
point, I would like to describe briefly what has happened at FedEx since I last testified in March 
2000 . 

Like the Postal Service, we have been challenged by the decline of old technologies, the 
rise of security concerns, and the turmoil of economic dislocations. Looking back, the decade 
prior to 2000 was a golden age. Our express shipments increased by almost 1 50 percent, more 
than 9 percent per year. During the same period, First-Class Mail grew at an average annual rate 
of 1.5 percent. Then, from June 2000 to June 2003, our domestic express shipments declinedhy 
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more than 8 percent. This decline is almost three times the decline in First-Class Mail over the 
same period. 

In response, we initiated a tough program of cost containment. We froze hiring in most 
areas, reduced bonuses, cut discretionary spending, and lowered capital spending. This year 
FedEx Express offered voluntary early retirement and voluntary severance incentives to many 
employees based in the United States. As a result of such measures, FedEx Express has 
significantly fewer employees today than it did in 2000. And I am happy to report that during 
this difficult period FedEx Express has not had to lay off a single employee. 

Cost reduction, however, is only the beginning of the story. In 2000, we extended the 
FedEx brand to a broad and integrated range of ground, freight, and logistics services. This 
initiative represented far more than a “rebranding” exercise. We have moved FedEx's center of 
gravity away from the familiar world of overnight express services. Today, the FedEx family of 
operating companies consists of FedEx Express, FedEx Ground, FedEx Freight, FedEx Custom 
Critical, FedEx Trade Networks, and FedEx Supply Chain Services. We have also increased our 
participation in global markets enormously. Today, FedEx delivers shipments of any size and 
related infonnation to virtually any place in the world in a range of circumstances best suited to 
the needs of our customers. In essence, our business has become one of enabling customers to 
optimize global supply chains. 

This transformation has already had dramatic consequences for our company. In three 
short years, the share of corporate revenues provided by the U.S. domestic express package 
business has dropped from 55 percent to 41 percent. FedEx International Priority package 
revenue has risen from one-quarter to one-third of our overall express business. In short, the 
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FedEx that I represent today is not the same FedEx that I represented in 2000. This 
transformation is still unfolding. We are continually looking ahead for new ideas and new 
partners that will allow us to better meet the demands of an ever changing marketplace - before 
someone else beats us to it. 

The Transformation of the Postal Service: 

Greater Flexibility and Stronger Incentives 
Under the leadership of Postmaster General Potter, the Postal Service has made truly 
impressive strides in cost containment. In other areas as well, the Postal Service is carrying 
through on the many improvements outlined in the Transformation Plan. I am very pleased to 
commend such progress by a fellow CEO in our business. 

For the Postal Service, however, as for FedEx, 1 believe that cost containment and 
incremental operational improvements will prove insufficient to ensure survival. If the Postal 
Service is to prosper over the next decades, it will require profound institutional transformation. 
The gale force winds reshaping global commerce are blowing at Postal Service headquarters no 
less than at our own. The implications of these forces must be faced squarely by Congress, 
mailers, and the management and employees of the Postal Service. 

Peter Drucker has estimated that “[t]he Information Revolution is now at the point at 
which the Industrial Revolution was in the early 1 820s.” According to Drucker, the computer 
and other gadgets of the Information Revolution have so far done little more than improve 
processes that were already going on. The real revolution is only just getting underway. It is the 
internet, says Drucker, that is destined to reshape life in the global village in the same way that 
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the railroad reshaped all aspects of society in the middle of the nineteenth century. 

In broad terms, Professor Drucker is surely correct. The influence of the internet is 
already so pervasive that it is difficult to recall how recently it was introduced into the 
mainstream of society. The majority of American households were not connected to the internet 
until late 2001 . Today, some three-quarters of American households are connected in major 
cities. Even so, outside the wealthiest neighborhoods and college dorms, broadband connection 
to the household is still the exception. And outside the United States, where the internet is less 
ubiquitous, almost all nations have made expanding internet connectivity a top governmental 
priority. We are only just begirming to see the implications of the internet for society in general 
and for the Postal Service in particular. 

Viewed from this perspective, the future of first class correspondence must be regarded 
as extremely precarious. Proliferation of high speed coimections will likely also reduce demand 
for the physical distribution of advertisements, catalogs, and magazines. It takes no crystal ball 
to recognize that such shifts in the demand for traditional postal services will necessitate a 
radically different Postal Service organization. How different will depend upon on how well the 
Postal Service responds. 

As presently organized and regulated, the Postal Service is ill-equipped to undertake the 
needed transformation. As you know, in the last two years, FedEx has begun supplying air 
transportation for several Postal Service products. This has been our first extensive working 
relationship with the Postal Service, and we have been extremely impressed with the 
professionalism of Postal Service managers and the scale of its operations. At the same time, this 
relationship has allowed to us to understand better the institutional restraints handicapping the 
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Postal Service. So I can say now with the benefit of first hand experience that it is the system, 
not the people, that poses the greatest obstacle to the future of the Postal Service. 

When the Postmaster General sajra, “Management needs the flexibility to manage” he is 
not repeating a pious nostrum; he is identifying the basic tool necessary for the survival of the 
Postal Service. Likewise, in an earlier hearing. Governor Fineman insightfully put his finger on a 
second critical element of postal transformation: incentives. The Postal Service needs both the 
flexibility to adapt to the demands of its customers and the incentives to do so. These are the two 
necessary ingredients to transformation of the Postal Service. 

Consider how difficult would have been the changes at FedEx that I have just described 
without the flexibility and incentives enjoyed by a private company in a competitive market. 
Imagine that, three years ago, the directors of FedEx were replaced by a politically appointed 
board of governors. Imagine that FedEx was required to obtain regulatory approval before 
offering new services. Imagine that we were forbidden from consolidating offices and 
operational facilities in response to shifting demand. And, worst of all, imagine we are granted a 
legal monopoly over domestic express shipments, a "privilege" that would send a loud and clear 
message to our employees: “Relax, FedEx will get the business for now whether you satisfy the 
customer or not.” Under such circumstances, can anyone imagine that FedEx - even with its 
talented and dedicated management team -- could have managed the changes of the last three 
years? I cannot. 

The Presidential Commission urged the Postal Service to “[apply] the best practices of 
the private sector to delivering the nation’s mail.” No doubt, this is the right objective, but it is an 
objective that can be achieved only if the Postal Service has the management flexibility and 
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incentives of the private sector. If the Postal Service is not granted such flexibility, and lacks 
such incentives, then the probable fate of the Postal Service is to wither and decline. The market 
is changing too quickly to predict any other outcome with assurance. 

The Transformation of Postal Regulation: 

The Future of Universal Postal Service and Fair Competition 
Of course, as members of the committee are aware, imbuing postal management with 
flexibility and incentives sufficient to emulate the “best practices of the private sector” sounds 
good in theory, but it also raises many thorny policy issues that cannot be dismissed out of hand. 
Many will ask, what if the Postal Service uses managerial flexibility to close a post office in my 
town? To cross subsidize competitive services from monopoly revenues? To curtail delivery 
services in my neighborhood? To raise postage rates critical to my business? To go into 
competition with my company? Indeed, suppose the Postal Service uses managerial flexibility to 
pursue a disastrously unwise business venture? 

In the first place, it should be noted that none of these objections truly obviates the basic 
case for conferring on the Postal Service greater flexibility and stronger incentives. In times of 
fundamental change - such as we are living through now — the ability to respond and restructure 
is necessary to institutional survival. The whole purpose of the changes at FedEx has been to 
enable us to better serve the present and future needs of as many customers as possible by 
reducing costs and improving services. So, likewise, there is no reason to believe that the Postal 
Service, faced with proper incentives, will abandon customers or curtail needed services. On the 
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contrary, there is every reason to believe that the Postal Service can and will improve the level of 
services provided. 

1 realize, however, that this general observation is hardly adequate. Many will argue that 
postal service remains so important to the country that we must not merely provide proper 
incentives for continued universal service, we must guarantee universal service at an affordable 
rate for all Americans. 

I agree. Let me be clear. 1 support universal postal service. Every citizen in every part of 
the nation should have access to basic, affordable postal service. There is no reason that I can 
think of why the basic stamp price caimot remain uniform and affordable throughout the nation 
for as far into the future as we can see. "Should the United States assure universal postal 
service?" is not the question so far as 1 am concerned. But "What is the most efficient way for 
the United States to guarantee a level of universal postal service consistent with our national 
needs?" is a legitimate question that proponents of universal service need to address seriously 
and quantitatively. More particularly, any legislation must address the corollary question: “How 
can we give the Postal Service the maximum level of managerial flexibility and appropriate 
incentives while ensuring a level of universal service appropriate to the needs of the public?” 

The other great specter raised by managerial flexibility at the Postal Service is the 
shadow of unfair competition. As 1 have said many times, FedEx will not support a bill that 
allows the Postal Service to raise rates in non-competitive markets and use the funds to lower 
rates in competitive markets. Nor will we will support a bill that allows the Postal Service to use 
governmental status for commercial gain or convert assets of the United States into cash for 
buying into competitive markets. The “firewalls” found in past reform proposals remain crucial 
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to our support for postal legislation. At the same time, FedEx has supported the right of the 
Postal Service to compete fairly. Indeed, I remind the committee that in years past FedEx was 
one of the lone voices arguing that over the long term Postal Service management needed the 
flexibility to enter new markets reasonably related to current business, a managerial option 
Postmaster Genera! Potter pointed to in his recent testimony. In the past, we accepted this 
possibility provided the Postal Service competed on a level playing field and maintained 
structural separation between postal and non-postal businesses. We still think this is a concept 
worth considering. 

While all reasonable persons must concede that concerns over the quality of universal 
service and fair competition are both fundamental and legitimate, these concerns are not 
irreconcilable with giving the Postal Service the managerial flexibility and incentives necessary 
for fundamental transformation. Indeed, I firmly believe that postal transformation, managed 
correctly, can improve the quality of universal service available to all Americans. I also firmly 
believe that postal transformation can be integrated with regulatory improvements that will, 
without a doubt, provide more effective safeguards against unfair competition than exist under 
current law. 

To take the necessary steps with such assurance, we need a transformation of the postal 
regulatory framework comparable to that which postal operators must undergo. In his recent 
testimony. Commissioner Omas, chairman of the Postal Rate Commission, put his finger on the 
key principle running like a thread through the Presidential Commission's report: strict 
separation of managerial and government functions. The Postal Rate Commission, or its 
successor, must make the necessary judgments about public interest goals which the Postal 
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Service -- and any other providers of basic postal services - must fulfill. After that. Postal 
Service management should be free to manage to the public interest objectives set by the 
Commission. 

In this regard, the Presidential Commission has made several useful suggestions and 
some less useful. The Commission proposed that the postal regulator should be authorized to 
make adjustments in the scope of universal service and the breadth of the postal monopoly. In 
my judgment, the scope of universal service is both a political and a technical issue. The broad 
parameters of universal service embody social policy. They should be determined by Congress in 
legislation, not by a regulator. Precisely how these parameters are applied in a given community 
- for example, whether the time has come to close a post office that has been maintained for 
largely social reasons -- is a more technical matter that should be committed to the regulator. 

The postal monopoly is a different animal. Whether or not universal service should be 
funded in part by a postal monopoly is a decision for Congress to make. Personally, I think that 
granting a monopoly to any commercial enterprise is a mistake. A monopoly induces 
inefficiencies and disincentives that outweigh any possible benefit. The biggest victim of the 
postal monopoly is the Postal Service. Nonetheless, whether to employ a monopoly as a funding 
mechanism is a Congressional decision, much like a decision on tax policy. Assuming Congress 
approves the continued use of a postal monopoly, it should, at a minimum, put in place a 
statutory ceiling such as that proposed in H.R. 4970. Underneath this ceiling, the breadth of the 
monopoly needed to support a given level of universal service is a technical, economic judgment 
that is best coiranitted to an impartial and expert regulator. The basic rule should be that the 
postal monopoly should be no more extensive than needed to finance universal service. 
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The Presidential Commission also proposed giving the postal regulator more questionable 
powers. While I agree that the postal regulator should be able to limit the total revenue generated 
from non-competitive postal markets, I do not see any reason why the regulator should second 
guess postal management's decisions about one particular cost input, the wages of employees. 
Once the regulator has put reasonable limits on non-competitive postage rates, using price caps 
or some other means, the Postal Service should be free to manage its cost structure like any other 
commercial organization. The same may be said about regulatory oversight of retained earnings, 
another proposal by the Presidential Commission. In my view, the appropriate level of retained 
earnings should be determined by the managers and owners of the Postal Service, not by a 
regulator whose task is to ensure the standards and affordability of universal service. 

The principle that managerial and governmental functions should be clearly separated 
also provides the proper framework for addressing issues raised by last year's postal financing 
law. Since military pensions are clearly a responsibility of government, not an operational 
expense, they should be a liability of Treasury, not the Postal Service. Similarly, since structural 
transformation of a commercial organization like the Postal Service is more a managerial than a 
governmental problem, introducing Congressional control over an escrow account, funded by 
possibly unnecessary rate increases, may not be the best way to facilitate the long term survival 
and prosperity of the Postal Service. The Presidential Commission urged Congress to consider 
legislation to make the USPS Board more business-like and less political. While I do not 
necessarily agree with the specifics of the Commission's proposal to reorganize the Board, the 
Commission did identify the proper focus for Congress; modernize the USPS Board and then let 
it oversee the transformation process. 
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Conclusion 

The Postal Service's April 2002 Transformation Plan began, "We live in challenging 
times," Indeed we do. At FedEx, in the last three years, we have put enormous effort into 
understanding these challenges and transforming our company to meet them. As many observers 
have pointed out, it is time for Congress to undertake a transformation of the Postal Service and 
the postal regulatory framework that is at least as fundamental as that underway at FedEx. We 
look forward to working constructively with the committee and with the Postal Service to make 
this transition a success for both the Postal Service and for the nation. 

Thank you. 
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Mr. McHugh. I thank the gentleman, again, deeply appreciate 
his courage and his leadership on this issue. 

I would say to the panel, I apologize. You can hear. We have at 
least one, perhaps two votes. If you could please bear with us and 
smoke them if you have them, and we will return as soon as we 
can. 

With that, we stand in adjournment. 

[Recess.] 

Mr. Davis of Virginia. The meeting will reconvene. We are com- 
ing back. We have Ms. Ann Moore, the chairman and chief execu- 
tive officer of Time Inc. as our next witness. Ann, thanks for bear- 
ing with us. It is just a pleasure to have you here today. 

Ms. Moore. Thank you. Chairman McHugh, Ranking Member 
Davis, Chairman Davis, Congressman Waxman and members of 
the panel, for this opportunity to discuss the crucial issue of re- 
forming the U.S. Postal Service. 

As you have heard, I am Ann Moore, the chairman and CEO of 
Time Inc. We are the world’s largest magazine publisher, with 134 
magazines including Time, People, Sports Illustrated, and Fortune. 
I have been involved with postal reform issues for a long, long 
time, almost as long as Chairman McHugh. I, like Congressman 
Schrock, volunteered to work on this back when I was president of 
People. 

There is no issue more critical to the magazine business and to 
magazine readers than the future viability of the postal system. 
The great majority of our readers depend upon the postal system 
to deliver their magazines. We need to work together, obviously, to 
ensure that this can continue over the long term. It affects every- 
body from the mom who reads Parenting to the sports fan who 
reads Sports Illustrated. 

The core value of the post office has always been reliable, afford- 
able delivery of the mail to every American home. We know that 
Congress wants to maintain this goal. We have a tremendous op- 
portunity to pass meaningful, comprehensive legislation at this 
time, and we are all committed to working with you to get it done. 

The current Postal Service business model, as we have all heard 
this morning, is not sustainable in a climate of expanding address- 
es and declining mail volume. We really applaud the efforts of Jack 
Potter to reduce Postal Service costs. But reducing costs alone will 
not solve the problem. Really broad and sweeping change is re- 
quired. 

President Bush and the Treasury deserve thanks for creating the 
Presidential Commission to help address these issues, and we do 
support the report’s five core principles. However, it is also crucial 
that a rational rate cap system be put in place by Congress. The 
dramatic rate increases we have seen are simply not acceptable. As 
a result of rate increases in recent years, postage expenses have be- 
come our single biggest line item at Time Inc. This year we will 
spend more than $500 million on postage. 

This surprises people, but we actually spend more on postage 
than we do on paper or printing. We spend more on postage I think 
than any other company in America. So we are acutely aware that 
postage costs have been going up at a rate that far exceeds the rate 
of inflation. These statistics are documented in our written testi- 
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mony, but in 2001 and 2002, we experienced three rate increases 
within an IS-month period. If you go back to 1986, magazine post- 
age costs have gone up by 220 percent, nearly double the rate of 
inflation. 

From our own experience, we know that these rising postal costs 
drive mail volume out of the system, which compounds their prob- 
lem. Today’s rate system fails to provide the Postal Service with 
strong incentives to hold down costs. It also fails to provide mailers 
with predictable rates. That is why Congress needs to institute a 
rational rate cap system. Give us predictable rates and we will give 
the Postal Service more volume, from our current magazines to all 
the new ones I would like to launch. We have many creative ideas 
on the drawing board, magazines that consumers tell us they want. 
But if I cannot predict the future costs of mail and the long-term 
cost of a new launch, I am not able to launch. I do not need to tell 
you that ventures like new magazines create jobs. We have only 
15,000 employees at Time Inc., but if you count all the suppliers 
that depend on us, from the paper mills to the printers to the mail 
houses, we are part of the 9 million workers who are part of our 
mailing industry. A little-known fact is that one subscription, by 
the way, to a weekly magazine can generate over 90 pieces of mail. 
That is real growth and that is what the Postal Service needs. 

For all of these reasons, it is crucial that rates be capped to an 
inflation benchmark and that rates be based on cost, kind of a pay 
for what you use. It is a good business principle. Of course, price 
caps must not be met at the expense of service. Any reform bill 
must include service measurement systems and delivery standards 
for all classes of mail. 

Before I conclude, I want to also comment on last year’s GSRS 
legislation. This bill provided much-needed relief for the mailing in- 
dustry, and I want to thank each of you for getting it passed. That 
said, the bill as we all know included two problem items that need 
to be addressed. First, the bill’s escrow provision, which forces 
mailers to pay an additional $4 billion in 2006. This item alone will 
add another 5.4 percent increase to our postage rates. And second, 
the GSRS bill also shifts the $27 billion in military retirement costs 
from the Treasury to the postal system. Since 90 percent of those 
costs date back to before the establishment of the postal system in 
1971, we support transferring that back. 

So in summary. Time Inc. believes that the issues challenging 
the post office are urgent, and they really require bold action by 
Congress. So we need only three things: predictable rate increases 
that do not exceed the rate of inflation, a rate cap system; resolu- 
tion of GSRS escrow and the retirement issues; and finally, service 
standards for all classes of mail. 

I am personally committed to working with you and all inter- 
ested parties to help implement urgently needed postal reform. I 
just want to thank you again, Mr. Chairman, for this opportunity 
to share the views of Time Inc. with this special panel. 

[The prepared statement of Ms. Moore follows:] 
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Chairman John McHugh, Ranking Member Danny Davis, members of the Special 
Panel on Postal Reform and Oversight, thank you for this opportunity to share the 
views of Time, Inc. on the crucial issue of reforming the United States Postal 
Service. I want to salute your leadership and the effective guidance of full 
committee Chairman Tom Davis and Ranking Member Henry Waxman. It is on 
account of your collective leadership that we have this opportunity to pass a 
meaningful, comprehensive postal reform bill. Time Inc. is committed to working 
with you to achieve that goal. 

I have been involved with postal reform issues for a long time, almost as long as 
Chairman McHugh. I first went to work on postal reform when I was President of 
People Magazine. Why would I do that? There is no issue more crucial to the 
magazine business than the future viability of the postal system. The great 
majority of our readers depend upon the postal system to deliver their magazines. 
We need to work together to ensure that this can continue over the long term. It 
affects all of our readers, from the moms and dads who read Parenting to the 
sports fan who reads Sports Illustrated. 

Since becoming Chairman and CEO of Time Inc., postal reform has become an 
even more important priority for me. At Time Inc., we have 15,000 employees who 
have a vital stake in the work that is before you here in Congress. If you count all 
the suppliers that depend on us, from the paper mills to the printers to the mail 
houses, even more peoples' livelihoods are at stake. 

We are all familiar with the challenges that confront the Postal Service. Mail 
volumes are declining while the number of addresses served is growing. 
Operating under an out-of-date statutory business model that virtually demands 
that declining volume and revenue be met with larger and more frequent price 
increases. Congress has an obligation to provide the Postal Service with legislative 
relief from what the General Accounting Office described as a "death spiral." 
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Few doubt that the Postal Service is absolutely worth saving. The impact of mail is 
valued at over $900 billion annually and 8 percent of Gross Domestic Product. 

Our industry - including paper, card, and envelope manufacturers, makers of 
automation equipment, direct marketers, printers, publishers and shippers - 
employs over 9 million workers nationwide. Our products touch every household 
and business six days a week and provide the communication fabric of our 
nation. The value of universal access and delivery at reasonable prices is as great 
as the value of equal opportunity and should not be underestimated. 

The success of the Postal Service is also critically important to our company. We 
spend more on postage than any other company in America. We believe the 
challenge you confront is urgent and deserves a resolution before the death spiral 
reaches a crisis that puts at risk the Postal Service's ability to deliver its value to 
our fellow citizens. 

The current business model of the USPS is not sustainable. Time Inc. applauds the 
efforts of the Postmaster General and the Postal Service's employees to reduce 
costs, but reducing costs alone won't solve the problem long-term. Broad and 
sweeping change is required. 

President Bush and U.S. Department of Treasury deserve credit for tackling this 
difficult issue and creating the Presidential Commission to help fashion solutions. 
The heart of the December 8 Department of Treasury principles is broad and 
sweeping reform, the development of a more flexible enterprise that is 
empowered to match the challenges of both today and tomorrow. 

We concur with Treasury that best practices should at the core of the new business 
model. We fully support the recommendations on financial transparency, self- 
sufficiency and accountability. We agree with the recommendations on 
management flexibility and have recommendations about the scope and role of 
the Postal Regulatory Board. 

Any government-sponsored monopoly requires strong oversight. It is crucial that 
Congress put a rational rate cap system in place to prevent unsustainable rate 
increases. 

As a result of postal rate increases, postage expenses have become the most 
expensive single line item at Time Inc. This year, we will spend more than $500 
million on postage. 

We are acutely aware that postage costs have increased at a rate that far exceeds 
any inflation benchmark. In 2001 and 2002, we experienced three rate increases 
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within an eighteen-month period. Looking back to 1986, Time Inc.'s postage costs 
have outpaced inflation by more than 60 percentage points. 

Out of control postal costs drive mail volume out of the system, compounding the 
problems this committee seeks to address. The success of postal reform will 
depend a rate system that delivers a strong incentive to hold down costs and to 
provide mailers with predictable rates. If I can plan ahead for rate increases, more 
mail will result - and that is the real growth that the Postal Service needs to 
survive. 

At Time Inc., we have a lot of creative ideas on the drawing board for magazines 
that consumers tell us they want and that I am itching to launch. If I can't predict 
the future costs of mail, and thus the long-term cost of a new launch, the risk of 
building a new magazine is sometimes just too high. Give me predictable rates, 
and I can launch more magazines, creating jobs not just at Time, Inc., but all the 
way down our supply chain. 

We suggest that rate increases not exceed some inflation-based benchmark. Since 
approximately 80 percent of the Postal Service's costs are labor, an inflation based 
rate cap will keep all employees whole against inflation and will allow 
compensation for productivity increases beyond the rate of inflation. To maintain 
flexibility for the Postal Service to take advantage of new work-sharing 
opportunities within a given class of mail, such a cap should be applied at the 
subclass level. The establishment of this cap should be the responsibility of 
Congress and not an independent regulatory body. As a statutory standard, we 
would suggest the elimination of the exigent circumstances exception. The 
elimination of the exigent circumstances provision will provide a strong incentive 
for the Postal Service to operate below the rate cap. 

We strongly believe that rates should be based on cost, and suggest that each class 
of mail be required to cover its attributable costs and make a contribution to 
overhead. The regulator should determine the amount of contribution for each 
class of mail after applying the current statutory ratemaking criteria. Time, Inc. is 
a staunch supporter of the criterion that recognizes the Educational, Cultural, 
Scientific, and Informational value provided by certain classes of mail. We feel 
that the existing ratemaking factors should remain a key component of the future 
ratemaking process. 

Within this structure, we believe the Postal Service should be free to operate with 
minimal oversight regarding rates, provided this freedom not come at the expense 
of service. Prior to the implementation of any rate cap system, the Postal Service 
must first establish service measurement systems for all mail classes. 
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We fully support the concept of universal service to every household in America 
and six day per week delivery. The quid pro quo for this social responsibility is 
the retention of the lettermail and mailbox monopolies. 

We do not oppose the establishment of a Postal Regulatory Board with somewhat 
broader powers than those of the existing Postal Rate Commission, but the scope 
of those powers should not be as broad and sweeping as proposed in the 
Commission's report. A Postal Regulatory Board should perform five primary 
functions and should possess subpoena power over the Postal Service where 
necessary for the performance of these functions: 

1) Enforcement of the prohibition against cross-subsidization between classes 
and an after the fact review of all rate changes upon a complaint by 
consumers or mailers. 

2) Review of the Postal Service's delivery standards and measurement system 
to ensure that rate caps are not being met at the expense of service. 

3) Armual review of the Postal Service's performance incentive system to 
ensure that no bonuses are issued if the Postal Service fails to operate below 
the rate cap or meet its service standards. 

4) Oversight of Postal Service accounting and reporting systems to ensure 
financial transparency. 

5) Review of independent rate agreements such as Negotiated Service 
Agreements. 

We support Congressional assignment and oversight of several Postal Service 
functions that the Commission proposed to assign to the Postal Regulatory Board, 
including: 

1) The scope of universal service. 

2) The scope of the Postal Service monopoly. 

3) The design and level of the rate cap. 

4) The Postal Service's debt limit. 

5) The assignment of products to the competitive and non-competitive 
categories. 

The Commission also proposed assigning the following responsibilities to the 
Postal Regulatory Board that we feel should be the responsibility of the Postal 
Service Board of Directors: 

1) Ensuring that Postal Service employees receive total compensation 
comparable to that in the private sector. 

2) Ensuring that retained earnings are accumulated at a level that is 
appropriate and consistent with the public interest. 
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We are also strongly in favor of promoting worksharing. This concept provides 
the Postal Service and the mailing community an incentive to seek the lowest 
possible cost and the highest quality service. 

We believe that the Postal Service has adequate flexibility to adjust its network 
size and facility locations under the existing statute. Efforts to expand access to 
consumers through increased use of vending machines, ATM machines, and other 
venues should be encouraged, although no statutory changes are need to 
accomplish this goal. We believe the same holds true in the areas of procurement 
reform, automation technology, and processing standardization. All of these 
initiatives are priorities for the Postal Service today and will gain importance upon 
the implementation of a price cap mechanism. 

We fully support the Commission's recommendations on revisions to the 
collective bargaining process. Negotiators on both sides must know that today's 
system of binding arbitration does not always provide an optimal solution. We 
feel that mediation arbitration and a last best final offer will bring all parties closer 
to an equitable resolution while protecting the interests of the employees and 
Postal Service. 

We also believe that "pay for performance" should be applied at all levels of the 
Postal Service and that employees should share in any form of bonus pool. This 
will provide an incentive for both the employees and management to operate 
under the price cap, increase productivity, and improve service. 

Some of the most significant problems facing the Postal Service and mailers today 
are the CSRS escrow account, military pension benefits, carryover obligations, and 
health care benefits. Any legislation regarding the Postal Service must address 
these problems. 

We suggest repealing the escrow provision in S. 380, since the CSRS liability has 
already been fully funded. Maintaining the escrow provision will cause postage 
rates to increase unnecessarily. We further recommend that military pension 
benefits should be transferred to the Treasury. Military pension should be the 
responsibility of taxpayers, not Postal Service customers. The same should be true 
for pension benefits earned by Post Office Department employees prior to the 
creation of the Postal Service in 1971. 

The savings accrued from these suggested reforms should be used first to stabilize 
postage rates until 2008 and second to fund the retiree health care liability. Postal 
service customers have been making excessive contributions to the funding of 
retiree benefits since 1971. Rate stabilization is necessary to bring the rates back in 
line with fairness. Once that is done, retiree health care issue deserves to be the 
next priority. 
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We believe that the issues challenging the Postal Service and the mailing industry 
are urgent and demand action by the Congress and the Postal Service. The 
American people deserve bi-partisan action to stabilize and strengthen the postal 
system. The alternative is a "death spiral" that will severely impact the daily lives 
of your constituents, the $900 billion mailing industry and the American economy 
at large. I want to emphasize Time, Inc.'s conunitment to working with all 
interested parties to achieve a successful outcome and is willing to assist Congress 
in any way possible to help implement urgently needed postal reform. 

Thank you again, Mr. Chairman, for this opportunity to share the views of Time 
Inc. with this special panel. 
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Mr. McHugh. I thank the gentlelady for her interest, her sup- 
port, and obviously for her patience and effort to be here today. 

Next, as I mentioned, I hope, in my opening statements, a gen- 
tleman who represents an organization and who is a gentleman 
who has been involved in this initiative over the long haul, for 
which we are deeply appreciative, Mr. Michael Critelli, chairman 
and chief executive officer of Pitney Bowes. 

Mr. Critelli. 

Mr. Critelli. Thank you very much. Chairman McHugh. I ap- 
preciate the opportunity to testify today, and I also appreciate the 
kind remarks that you and many members of the panel made about 
me and my fellow CEOs that have worked on postal reform. 

Pitney Bowes is vitally interested in postal reform. Let me give 
you a few facts. We automate mail processing for mailers of all 
sizes. We have over 1.3 million such mailers in the United States 
alone. Metered mail, which we invented, is almost one-half of all 
first class mail, and we collect approximately one-third of all Postal 
Service revenue. We are the leading manager of corporate and gov- 
ernment mail rooms, and we now own the Nation’s largest pre-sort 
business. 

More than 90 percent of the mail stream today is sent to or from 
businesses, governments and nonprofits, and much of it is gen- 
erated by known mailers who typically use meters or permits for 
postage. They do much of the work preparing the mail by sorting 
it, applying bar codes and presenting the mail at designated postal 
facilities. Our vision of postal commerce includes the Postal Service 
as a booster of economic growth, not a drain on public resources. 

We at Pitney Bowes and the members of the Mailing Industry 
CEO Council believe that postal reform legislation needs to get 
done now. Chairman McHugh, you and this committee have led 
this reform effort for quite a while, and last year the President’s 
Commission and now the administration have joined your efforts to 
call for enactment of legislation. I am here to pledge today that the 
members of the CEO Council and I stand ready to assist you in any 
way possible. 

I want to highlight briefly five essential elements of postal re- 
form legislation. First, the mission of the Postal Service is clearly 
to maintain universal access and universal delivery of physical 
mail at affordable rates, but it must focus its core physical mail 
business on growing the mail. More mail means more jobs within 
the Postal Service, the mailing industry, and other mailers who de- 
pend on mail to help them grow. We also believe that the Postal 
Service should remain a public entity, but implement best practices 
and right-size the postal network and the work force through attri- 
tion opportunities. 

Second, legislation should enhance private sector partnerships 
for the most cost-effective postal system. For example, if work-shar- 
ing discounts can drive lower cost, while requiring partners to meet 
the Postal Service’s quality standards, the public, the Postal Serv- 
ice, and the mailing industry will all benefit. These discounts could 
be for reducing or eliminating costs of mail preparation, payment 
evidencing, collections, sorting, addressing, or transportation. 

Third, the legislation should encourage the Postal Service to em- 
brace technology. The heart of this vision is to encourage mailers 
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to create machine-readable mail to uniquely marked mail pieces 
with sender, recipient and other information, and to use available 
technologies for the highest address quality possible. Bad addresses 
alone cost the Postal Service over $1.5 billion a year, and mailers 
several times that. Intelligent mail, as referenced in the Presi- 
dential Commission report, is more valuable to the sender because 
it allows coordination with other services based on when a piece of 
mail is received. It reduces postal costs, helps the Service manage 
its workload and it improves mail security because it is traceable. 
Those who use the mail for terrorism do so anonymously in order 
to evade detection. 

Fourth, postal reform legislation should maintain price stability, 
while increasing pricing flexibility. Postal rates should not increase 
faster than the rate of inflation, and productivity should enable 
rate increases to be constrained below the rate of inflation. Subject 
to these caps, pricing flexibility is also important, including nego- 
tiated service agreements. We believe the Postal Service should be 
able to pursue dynamic pricing to change postal rates by month, 
day or even time of day, much like telephone companies or hotels, 
to promote increased use of mail. 

Fifth and finally, the principle is to improve the Postal Service’s 
tools, to manage its employees and its business. The Postal Service 
should be judged by sound business metrics across all product 
lines. Performance measures should be based on careful and com- 
prehensive cost accounting and a governing board should be orga- 
nized around and designed to function in accordance with best 
practices for financial transparency. 

We recognize postal reform is a big job and it will not be solved 
overnight, but reform legislation in this Congress is essential. We 
also support congressional action approving the use of CSRS sav- 
ings currently held in escrow and returning responsibility for fund- 
ing Civil Service retirement system pension benefits related to the 
military service of Postal Service retirees back to the Department 
of the Treasury. 

Thank you all very much. I again appreciate the opportunity to 
present today. 

[The prepared statement of Mr. Critelli follows:] 
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SUMMARY 


Postal reform is essential because the Postal Service is the linchpin of a much larger 
mailing industry, which in turn plays a key role in our economy. The mailing industry in the 
United States is a $900 billion industry, with 9 million workers. It drives almost 9% of the U.S. 
GDP. Mail is critical to commerce and the way in which the Postal Service conducts its function 
has a dramatic impact on American business. Postal reform legislation should: 

Clarify that the mission of the Postal Service is to maintain universal mail service. 

Universal access and universal delivery are needed at affordable prices. The functions of the 
Postal Service are accepting, collecting, sorting, transporting and delivering physical mail and 
packages. The Postal Service should remain a public entity, but become leaner and more 
flexible. This can be done by implementing best practices and rightsizing the postal network and 
the work force (through attrition). 

Enhance private sector partnerships for the most cost effective postal system. Total 
mail system costs can be reduced, system efficiency improved, and mail made more affordable 
through partnerships with the private sector. If the private sector can perform functions better 
and at lower costs, it should be encouraged to do so. The Postal Service should give 
worksharing discounts whenever private sector efforts result in reduced operational, 
transactional, or other costs of mail preparation, collection, sortation or transportation. The 
Postal Service should continue to benefit from the innovative U.S. mailing industry and not 
attempt to preempt or compete with private sector participants. 

Embrace technology. The Postal Service’s Intelligent Mail (I-mail) program will enable 
each mail piece to be uniquely identified and tracked through the use of data-rich, machine- 
readable information, I-mail increases the value of mail to sender and recipient, reduces postal 
system costs, and improves mail security at the lowest additional cost. 

Maintain price stability while increasing pricing flexibility. Price stability is critical. 
Postage rates should not increase faster than the rate of inflation, and improved productivity 
should enable rate increases to be constrained even further. The Postal Service should offer 
flexible or negotiated rates that depend on volume, mail mix, and value of service. The Postal 
Service also should offer dynamic pricing that varies by season, day of week, and time of day. 
In general we support after the fact review of rate changes for increases below the rate of 
inflation. 

Improve management. The Postal Service should be judged by sound business metrics 
across all product lines. Performance measures should be based on careful and comprehensive 
cost accounting of the true operation costs of the service. A Governing Board should be 
organized around and designed to function in accordance with best practices for financial 
transparency. 

Civil Service Retirement System. The Congress should approve the use of CSRS 
savings currently held in “escrow.” Responsibility for funding the CSRS pension benefits related 
to military service of Postal Service retirees should be returned to the Treasury. 
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INTRODUCTION AND BACKGROUND 


I. Pitney Bowes 

Good morning. 1 am Mike Critelli, Chairman and CEO of Pitney Bowes Inc. I greatly 
appreciate the opportunity to testify today. The mailing industry in, the U.S. is a $900 billion 
industry, with 9 million workers, and it drives almost 9 percent of the U.S. GDP. Pitney Bowes 
is vitally interested in postal reform as a company, as a member of the industry, and as an 
American taxpayer. 

Pitney Bowes helps organizations of ail sizes engineer the flow of communication to 
reduce costs, increase impact, and enhance customer relationships. Starting in the mail and the 
print stream and expanding into digital documents, Pitney Bowes has developed unique 
capabilities for improving the efficiency and effectiveness of the communication flow critical to 
business. 

Pitney Bowes is the world’s leading provider of integrated mail and document 
management systems, services and solutions. Pitney Bowes invented the postage meter in 1920, 
which enabled the post office to offer more convenient and secure postage payment at lower cost 
for business mailers. Over time, our innovations created high-speed automated mail processing 
for large volume business mailers, and provided both conveniences for mailers who did not have 
easy access to a retail post office and further reductions in retail costs for the post office. Today, 
metered mail is 44% of the First-Class Mail stream and accounts for more than $25.4 billion in 
Postal Service revenues or about 37% of total revenue. Pitney Bowes is a major presence in the 
presort industry through its wholly owned subsidiary, the PSI Group, Inc. PSI, the nation's 
largest mail presort company, helps high-volume mailers reduce their costs and speed the 
delivery of their mail. Through the acquisition of DDD Company, which now operates as Pitney 
Bowes Government Solutions, Inc., Pitney Bowes specializes in screening mail for government 
agencies with security concerns. 

Pitney Bowes postage meters and mailing equipment are in millions of offices, small and 
large, across the country and around the world. We have solutions for customers that range from 
small home-based businesses to the largest corporations. The company's 80-plus years of 
technological leadership has produced many major innovations in the mailing industry and more 
than 3,500 active patents with applications in a variety of markets, including printing, shipping, 
encryption, and financial services. We also are the leading manager of corporate and 
government mailrooms, and share our expertise every day with many thousands of additional 
businesses through our professional consulting services, postal management seminars, and 
distance learning tools for mail center managers and professionals. With approximately 33,000 
employees worldwide, Pitney Bowes serves more than 2 million businesses through direct and 
dealer operations. 
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2. Mailing Industry CEO Council 

I also am privileged to chair the Mailing Industry CEO Council. The Council is a non- 
profit organization whose main objectives are to provide senior executive input on proposed 
reforms, establish industry standards, and promote the role of mail in industry and commerce. 

The Mailing Industry CEO Council was created in 2002 to assist the joint USPS/Industry 
Mailing Industry Task Force in its efforts to implement its proposed reforms, as well as promote 
reforms that require the enactment of legislation by Congress. In addition to working to improve 
public policy with respect to the mailing system, the Council seeks to facilitate the establishment 
of industry standards that foster industry growth and improve the mailing system. 

The sixteen members of the Council represent a cross-section of companies that depend 
on the postal system for much of their business. Together, we employ nearly 500,000 people, 
with facilities in every state in the nation generating approximately $50 billion in revenue. 
Attached to my testimony is a list of the current CEO Council members. I also am pleased to 
report that Bill Novell!, CEO of AARP, will be joining us shortly. I’m here today to pledge to 
you that members of the Council stand ready to assist you in any way possible. 


MAIL IS CRITICAL TO COMMERCE AND POSTAL REFORM IS ESSENTIAL 

Postal reform is essential because the Postal Service is the linchpin of the much larger 
mailing industry, which in turn plays a key role in our economy. Quite simply, postal reform 
will help stimulate the economy, 

Mail remains a vital piece of the communications flow for individuals and organizations 
of all sizes around the world, contrary to predictions of a paperless environment. Research and 
everyday experience confirms that paper messaging will remain a part of American life for 
decades to come. The challenge is to enable mail to remain a vital communications medium in 
the 21*’ Century. 

There are over 425 billion pieces of mail generated annually around the world. The U.S. 
Postal Service delivers over 200 billion pieces of mail annually, nearly 8 times that of the next 
largest post, and more than 40 percent of the world’s letters and cards. It covers a large and 
dispersed geography. It is more flexible on what it accepts and processes than any other post. It 
would rank number 9 on the 2003 Fortune 500, with $68.5 billion in annual revenues and 
employment today of over 750,000. 

Yet as large as the U.S. Postal Service is, it is only the core of a much, much larger 
American mailing industry. It ranges from paper, card and envelope manufacturers, to postal 
automation equipment providers, direct marketers, printers, publishers, mail processors and 
package shippers. 

The industry is so large because organizations understand the power of mail to exchange 
critical information, products, and payments. Compared with other forms of marketing. 
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businesses and non-profits can reach out to prospects in a non-intrusive manner. Mail facilitates 
the collection of trillions of dollars of payments. It is the engine of remote Web-enabled 
commerce, for many businesses and individuals. 

In short, mail is critical to commerce. It serves as a vital channel for business. We must 
remember that more than 90 percent of the mail stream today is business-related. This mail is 
business-to-business, business-to-eonsumer and consumer-to-business. This is what the Postal 
Service refers to as “commercial mail” - mail that is generated by known mailers. These mailers 
typically use meters or permits for postage. They do much of the work preparing the mail by 
sorting it, applying automation bar codes, and presenting the mail at designated postal facilities. 

Consequently, the way in which the Postal Service conducts its function has a dramatic 
impact on American business. Moreover, mail is a fundamental communications tool that on its 
own and together with marketing and other forms of communication is an engine of growth for 
most businesses within and outside the mailing industry. Our vision of postal commerce 
includes the Postal Service as a booster of economic growth - not a drain on public resources. 

The postal system, and the economy it supports, stands threatened by many internal and 
external forces. Mail volume has stagnated due to the state of the economy, electronic 
alternatives, and concerns about security. Rapidly escalating rates have made mail less 
affordable, diminishing its value as a communication medium. This needs to be addressed now. 

Transformation and reform are required. The U.S. economy cannot accept a continuation 
of the status quo. Change is required to avoid the continuing spiral of underlying cost 
escalation, rate increases, and volume erosion. 

We agree with the Administration’s principles for postal reform. We believe that the 
Postal Service must be able to implement best practices to reduce costs, set rates and adjust key 
aspects of its business in order to meet its obligations to customers in a dynamic marketplace. 
The USPS should conduct its functions transparently and subject to appropriate independent 
oversight. 


WHAT NEEDS TO BE DONE 

1. Clarify that the mission of the Postal Service is to maintain universal physical 

mail service. 

The Postal Service must focus on its core functions. The functions of the Postal Service 
are accepting, collecting, sorting, transporting and delivering physical mail and packages. 

Congress should define the core functions and ensure that the Postal Service sticks to 
them. This is important since successful businesses today all share a common philosophy - the 
need to maintain management focus on core products and core competencies in order to deliver 
superior customer value. 
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The mission of the Postal Service is universal mail service - universal access and 
universal delivery at affordable prices. Today, mail touches every household and every business 
six days a week and provides the communication fabric of our nation. At its heart, the Postal 
Service offers a ubiquitous “final mile” delivery system. 

When Postal Service officials get up in the morning, we think they should be focused on 
“growing the mail.” They should be focused on taking aggressive actions that drive increases in 
mail volume. They must revitalize mail as a vital communications medium by maximizing the 
value of the mail to senders and recipients. This includes: improving service and productivity; 
reducing costs; enhancing the customer experience; and enabling the Postal Service to price its 
products attractively and, where appropriate, competitively. 

We agree with those in Congress, the Administration, and the President’s Commission 
who believe that the Postal Service should remain a public entity, but become leaner and more 
flexible. 

We agree that, for the foreseeable future, a publicly operated and owned system 
continues to be required to meet the needs of the American public and American businesses. 
The USPS continues to provide a fundamental service to the American people - the ability for 
literally everyone to send mail from anywhere to anyone, any place in the country at affordable 
rates. Postal “privatization” or “liberalization” should only be undertaken cautiously and very 
gradually. 

We agree with the Administration that the Postal Service must be able to implement best 
practices to reduce costs, set rates and adjust key aspects of its business in order to meet its 
obligations to customers in a dynamic marketplace. 

We also agree that there should be a leaner USPS. This can be accomplished by right- 
sizing the workforce and the postal network. The Postal Service can and should close redundant 
and underutilized processing and distribution facilities. That’s what businesses have to do every 
day - and the productivity gains can be significant. We also like the Commission’s 
recommendations that the Postal Service carefully contemplate end-to-end standardization of the 
postal network to reap large productivity gains. 

The Commission noted that more than 75 percent of Postal Service revenues go to cover 
the cost of current and retired postal employees. As the Commission explained, far more than 
individual benefits, the size of the workforce determines the costs of the workforce. Once again, 
we agree with the Commission that enhanced productivity will enable the Postal Service to 
continue reducing its workforce. There are significant opportunities for attrition. Forty-seven 
percent of current career employees are eligible for regular retirement by 2010. 

2. Enhance private sector partnerships for the most cost effective postal system. 

The American postal system is a nationwide integrated network of mailers, shippers, 
manufacturers and the U.S. Postal Service. It is the largest single logistics network in this 
country. The goal should be to reduce the total combined operational, transactional, or other 
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costs of mail preparation, collection, sortation, and transportation. Only in this way will mail 
continue to play a vital role in the American economy, including the 20 million small businesses 
that rely on the mail to market their services, send statements, and collect payments. 

The United States has shown global leadership in utilizing the private sector to help the 
national post fulfill its functions. We agree with the Presidential Commission that these efforts 
must be continued and expanded. Postal operational efficiency and effectiveness can be 
optimized by greater reliance on private sector participation. If the private sector can perform 
functions at lower costs, it should be encouraged to do so. 

The Postal Service should give worksharing discounts whenever private sector efforts 
result in reduced operational, transactional, or other costs of mail preparation, collection, 
sortation, or transportation. Examples include pre-sorting, pre-bar-coding and the drop shipping 
of mail. Worksharing discounts promote economic efficiency by encouraging the use of the 
lowest-cost provider. Estimates are that at least $15 billion in potential USPS costs have been 
shifted through discounts to private industry mailers and intermediaries. Worksharing has 
allowed the Postal Service to better manage its workforce by eliminating the need to expand its 
workforce in areas where the private sector can provide the same service. 

The Postal Service needs additional flexibility to be able to offer price incentives in all 
cases where this work is transferred to more efficient customers or private intermediaries. This 
includes savings from the application of technology by customers, such as applying postage with 
meters or PC Postage rather than stamps, thereby saving the significant cost of designing, 
producing and selling stamps. Where the application of technology results in avoided Postal 
Service costs, it should be recognized as worksharing and encouraged with appropriate pricing 
incentives. 

There are many private sector partnership opportunities. They include, for example, 
allowing the private sector to operate Postal Service processing facilities through facility 
management contracts and outsourcing back office functions that are not USPS core 
competencies (e.g., human resources). The goal, again, is to reduce the total combined cost of 
mail in whatever way possible. 

Postal reform legislation should seek to maximize private sector innovation and 
collaboration with the Postal Service. The U.S. mailing industry has been very innovative 
because the U.S. Postal Service has had the kind of relationship with the rest of the mailing 
industry that has facilitated innovative solutions. Many of the privatization and liberalization 
approaches tried in other parts of the world have not enabled as much innovation because of the 
tendency of postal operators to move beyond their core functions into adjacent spaces and to 
preempt or compete with private sector participants. 

Postal reform legislation also should preclude the Postal Service from using its 
governmental authority, particularly its regulatory authority, to favor itself in competition with 
private sector businesses. It also should strictly prohibit Postal Service investment in private 
securities or entities. 
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Pitney Bowes supports granting the USPS commercial freedoms that will allow it to 
thrive and prosper in its core fimctions in the future, but not at the detriment of existing private 
players or any potential private players in other non-core markets of the future. The Postal 
Service should not enter new non-core markets that are or can be served by the private sector. 

A continuing role for the postal regulators will be to ensure a fair opportunity for all 
participants in the postal sector. The Postal Service should be given clear guidelines as to its 
regulatory role. It is not the role of a commercial operator, such as the Postal Service, to 
determine market share or favor particular competitors. The Postal Service should be 
empowered to act as a commercial operator, and except where absolutely necessary to its core 
mission, it should not be empowered to act as a government regulator. For example, it is 
inappropriate for a commercial operator to be empowered to compel the disclosure, transfer, or 
licensing of private sector intellectual properly such as patents, copyrights and other proprietary 
information. Rather, its mission should include enhancing the role of the private sector to ensure 
a robust mail system. 

3. Embrace technology. 

Technology has played an integral role in the evolution and modernization of the U.S. 
postal system and has saved the United States Postal Service billions of dollars. Technology will 
continue to be the key to a vibrant postal system. As the President’s Commission recognized, the 
Postal Service must use technology to increase the value of mail, reduce costs, and improve 
security. 

At the heart of this vision is the Postal Service’s “Intelligent Mail” program. I-mail is the 
use of data-rich, machine-readable information to uniquely mark a mail piece. Mail can be 
marked to identify the sender, the recipient, the postal product used, the payment received, a 
piece identification number and value added services. Importantly, the technology is already 
available to support the next generation of mail in the form of I-mail. 

I-mail increases the value of mail to the sender by allowing coordination with other 
services based on when a piece of mail is received. Knowing when the mail will arrive enables 
companies to time follow-up communications. For companies that receive a large number of 
payments through the mail, I-mail can provide crucial information on when customers have truly 
put the check in the mail, and can route those payments to a lockbox or other processing point 
for improved cash flow. Individuals could also redirect letters or packages in transit to where 
they might be. 

I-mai! reduces postal system costs. It provides the Postal Service with valuable 
information to better manage its workload and its workforce, to achieve greater efficiency and 
reduce costs. It can help the USPS level production peaks and valleys that drive up processing 
and transportation costs. 1-mail could enable dynamic rerouting of mail and provide data on 
which components of the system could be optimized. 

I-mail improves security at the lowest additional cost. The traceability of “sender 
identified mail” deters the use of mail as a terrorist weapon because those who seek to use the 


7 



317 


mail for such purposes do so anonymously in order to evade detection. Sender Identified Mail 
(SIM) is mail that contains a unique identifier applied by the originator of the mail piece, SIM is 
one application of intelligent mail. The Postal Service recognizes that SIM can be a valuable 
tool in detecting and deterring attacks through the mail by ensuring traceability of mail to the 
sender. 


While we applaud the Commission’s endorsement of sender-identified mail, we disagree 
with its recommendation that every piece of mail be “sender identified.” Anonymous stamped 
mail should always remain an option for those who want it. Some have noted its importance in 
political discourse and whistle blowing. However, it needs to be recognized that secure, sender- 
identified mail is less costly and can be processed more efficiently and swiftly. Conversely, 
anonymous mail may incur additional security costs and take longer. For these reasons we 
believe the Postal Service can and should promote the creation of SIM and discourage the 
creation of “at risk” mail (generally anonymous stamped collection mail). 

We also need to make postal services more accessible and convenient. The President’s 
Commission discusses “Revolutionizing Retail Access” by moving services away from USPS 
windows. Its Report says, “alternatives offer an equivalent standard of service ... at substantially 
less cost.” And they do - postage can be provided more conveniently (and at less cost to the 
Postal Service) through expanded use of meters, PC Postage, ATM’s, vending machines. Stamps 
by Mail, and expanded retail access at drugstores and supermarkets. 

The Postal Service’s Transformation Plan Progress Report (November 2003) says it is 
beginning to actively promote less expensive and more convenient alternatives to sales of stamps 
at windows. It should be encouraged to do so through appropriate pricing incentives because the 
savings are dramatic. The Postal Service says it costs 24 cents for each dollar in revenue to 
provide stamps over its retail counters. The comparable USPS cost for mail with meter indicia is 
1/10 of one cent. 

4. Maintain price stability while increasing pricing flexibility. 

The pricing of postal products is extremely important. The Postal Service should price its 
core mail products to maximize volume, smooth out mail flows, reduce costs, and increase 
revenue. 

The President’s Commission agreed with the mailing industry that price stability is a 
critical element of any postal reform program. This stability requires predictable rate increases 
for business mailers and predictable individual stamp prices for every consumer. The 
Commission similarly agreed with the mailing industry that postage rates should not increase 
faster than the rate of inflation, and that improved productivity should enable rate increases to be 
constrained even further than the rate of inflation. 

We support the President’s Commission recommendation that the Postal Service be 
allowed to offer pricing flexibility subject to an overall constraint based on an appropriate index 
tied to the rate of inflation. The Postal Service should be allowed to negotiate prescribed rates by 
customer, in the form of Negotiated Service Agreements or contract rates. Flexible pricing will 
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allow greater management discretion to enter into arrangements favorable to the Postal Service, 
specific customers, and the postal system as a whole. Flexible pricing will enable the Postal 
Service to more effectively use its capacity, resulting in lowered total average prices and 
increased mail volume. 

In addition, we would go further than the Commission to say that the Postal Service also 
should implement dynamic pricing to quickly change prices by month, day, and even time of 
day, much like the airlines, phone companies or hotels. This freedom to price its products will 
allow the Postal Service to add value, maximize volume, smooth out mail flows, reduce costs, 
and increase revenue. 

In order for the Postal Service to have the needed pricing flexibility, a fresh look at the 
current ratemaking process is required. Today, the USPS finds itself unable to react to changing 
competitive forces and customer needs with more flexible offerings for new products, variations 
of current products, or changes in prices that reflect its economics of production. Postal 
customers ultimately bear all the costs of the cuixent ratemaking process, which can take as long 
as 18 months. In general, we support the Presidential Commission’s recommendations for after 
the fact review of rate changes provided any increases are below a maximum tied to the rate of 
inflation. We believe that such review will provide the appropriate independent oversight called 
for the by Administration. 

5. Improve management. 

We believe that the framework under which postal reform must be accomplished should 
include financial accuracy and transparency similar to that of publicly traded companies. 

The Postal Service and its management should be judged by sound business metrics 
across all product lines including: 

• Profitability; 

• Productivity; 

• Quality of service; 

• Customer satisfaction; 

• Customer transactions; and 

• Access to services. 

These performance measures should be based on careful and comprehensive cost 
accounting of the true operation costs of the service across all product lines and accurate 
accounting for benefit cost transfers, charge backs and reserves between the USPS and other 
government agencies. Costs should be derived through the use of the latest tools, technology and 
systems available in cost accounting. The Administration has called for financial transparency to 
“ensure that important factual information on the Postal Service’s product costs and performance 
is accurately measured and made available to the public in a timely manner.” 

We also endorse recommendations establishing a Governing Board organized around and 
designed to function in accordance with the best practices for financial transparency. Detailed 
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organizing principles, scheduling and committee structure will be finalized by the appointed 
Board to be determined by Congress, 

6. Release Civil Service Retirement System escrow funds and correct military 

service funding. 

Earlier this year Congress acted to correct a serious over funding situation with respect to 
USPS Civil Service Retirement System obligations. That action allowed the Postal Service to 
reduce debt by more than $6 billion and ensure rate stability until at least January 2006. 

Beginning in 2006, however, future over funding savings must be held “in escrow” and 
cannot be used by the Postal Service until approved by Congress. As part of the postal reform 
effort, Pitney Bowes urges Congress to approve use of these funds for the benefit of the Postal 
Service, the $900 billion mailing industry, and the nation’s economy. 

Pitney Bowes also agrees with the President’s Commission that responsibility for funding 
Civil Service Retirement System pension benefits related to the military service of Postal Service 
retirees should be returned to the Department of Treasury so the Postal Service is treated the 
same as all other federal agencies with respect to these obligations. 


NOW IS THE TIME FOR POSTAL REFORM 


We at Pitney Bowes, and the members of the Mailing Industry CEO Council, believe the 
time is right to pass significant, meaningful postal reform legislation. 

Certainly there is a well-known litany of problems that have developed during the past 
several years. 

• Rates of growth for First-Class Mail and standard mail have been in decline since 
the 1980’s. 

• Electronic diversion threatens to accelerate this trend, 

• Continued high costs and lack of productivity are causing a deteriorating financial 
situation, 

• GAO put the Postal Service on its “High-Risk List” in 2001 . 

• The Postal Service increased postage rates three times in just slightly over three 
years, with a total average increase of about 1 4 percent. 

However, at the same time, there have been positive developments. 

• Postmaster General Potter and Deputy Postmaster General Nolan have not only 
faced up to the situation, but have begun to take serious actions. 

• They worked with industry through the Mailing Industry Task Force to identify 
ways to grow mail and cut costs under existing authority - and then went ahead 
and implemented them! 
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• In April 2002, in response to Congressional requests, the Postal Service issued its 
Transformation Plan to chart how it will adapt to the future. 

• The Postal Service has reduced its workforce by about 68,000 career positions 
since 1 999, of which about 45,000 occurred in the last two years, 

• The Postal Service will deliver $5 billion in cost savings through 2006. 

• The Postal Service proceeded with a Negotiated Service Agreement with Capital 
One and secured approval by the PRC. 

• The Postal Service obtained some breathing room as a result of legislation fixing 
its CSRS overpayment. 

• The Postmaster General committed to no new rate increases until fiscal 2006 at 
the earliest. 

Clearly Congress has been hard at work for several years. In the House, Congressman 
McHugh has led the reform effort for quite a while. More recently, Senator Carper introduced 
legislation that incorporated and expanded on some of the earlier House proposals. Chairmen 
Davis and Collins have brought new energy and leadership to the Committees and demonstrated 
a year ago that they can work in a bipartisan manner as well as with each other in taking quick 
action to correct the CSRS over funding problem. 

Significantly, last year the President’s Commission on the U.S. Postal Service did a 
superb job. Although the commissioners were intentionally not from the mailing industry, they 
thoroughly examined the issues surrounding postal reform. We believe they developed a 
blueprint for the future with workable solutions to challenges that face the Postal Service. 

They called for dramatic, aggressive measures that will enable a viable USPS in the 21®' 
Century so that the Postal Service can continue providing universal service. Clearly the 
Commission’s recommendations built upon a lot of the earlier intellectual work in the business 
community, think tanks, and here on the Committees. The Commission also acknowledged that 
the Postal Service has been moving in the right direction. But the Commission called for moving 
farther, faster. For this, we need postal reform legislation. 

Finally, we are pleased that President Bush’s Administration, after receiving the 
recommendations of the Commission, has called on Congress to enact comprehensive postal 
reform legislation that “reflects the sensible, balanced approach the commission recommended” 
in order “to ensure that the United States Postal Service can continue to provide affordable and 
reliable universal service, while limiting exposure of taxpayers and operating appropriately in the 
competitive marketplace.” 

We know what needs to be done. 

The time to do it is now. 

Thank you. 
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Mr. McHugh. Thank you very much, Mr. Critelli. Again, I deeply 
appreciate your leadership and involvement on this. 

Next, Mr. William Davis, who is president and chief executive of- 
ficer of R.R. Donnelley, a proud company of Chicago, IL, and more 
importantly from the perspective of this hearing, an individual and 
a firm that has been deeply involved in this issue from virtually 
the first day, at least in so far as my perspective is concerned. 

Bill, thanks for being here. Our attention is yours. 

Mr. William Davis. Thank you, Mr. Chairman, and my particu- 
lar thanks to my Chicago neighbor and soulmate, Danny Davis, for 
everything and for your kind comments a few minutes ago. 

Good afternoon, I am Bill Davis, chairman, president and CEO 
of R.R. Donnelley. I sit before you today as a founding member of 
the Mailing Industry CEO Council and as a member of the U.S. 
Postal Service’s Mailing Industry Task Force, and then finally as 
CEO of the largest commercial printer in the United States and 
one of the largest users of the U.S. postal system. R.R. Donnelley 
fundamentally supports the recommendations of the President’s 
Commission and we urge Congress to push ahead right now, right 
now, with changes that will ensure that we in fact have a healthy, 
viable and affordable mail channel for the future. 

Change is essential to the health of the U.S. mailing industry. 
I know you have heard the numbers before. I have to repeat them 
quickly. This is a $900 billion industry. There are 9 million jobs at 
stake, only a small percentage of them actually in USPS. That is 
not quite 9 percent of our GI3P. That is the reason why I am here 
today. This is so much more than reforming the U.S. postal system. 
This is about our economy. This is about our jobs. This is about our 
future. We need to keep that in perspective throughout our joint 
efforts on this transformation. The total postal system as it stands 
today is inefficient. The President’s Commission recognized these 
inefficiencies and now recommends major changes. I hope you will 
agree with the President’s Commission and me, and I have heard 
this already today, you do agree that there is substantial potential 
for improvement. 

However, any piece of legislation that simply protects the status 
quo is not going to be acceptable. At its heart, the governance con- 
cept of the USPS must change. It must change to allow, encourage 
and, in fact, demand continuous, ongoing improvement. By doing 
so, the USPS will function more like a business. With my limited 
time, I would like to focus on two of these areas. One is 
worksharing, the other, network optimization. 

In today’s world where technology is constantly changing to allow 
for new improvements, companies cannot and should not try to do 
everything themselves. It is impossible for any company to keep up 
with all that change. As a result, we have all learned to rely on 
others and their expertise in emerging capabilities in order to 
maximize our company’s performance. Frankly, the USPS does not 
do enough of this. It tries to do too much itself. The USPS should 
focus on its core competency, universal service, the ubiquitous pres- 
ence of that local mail carrier that is delivering to every one of us 
6 days a week. 

Universal service has become an integral part of the economic 
and social fiber of our country. Now, worksharing can better allow 
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the USPS to focus on this core competency, and at the same time 
drive down costs substantially. In fact, back in 1999, the GAO did 
a study and showed that the limited amount of worksharing that 
had already occurred has saved the USPS an estimated $15 billion 
to $17 billion. Yet it is as difficult today to enter into a 
worksharing agreement with the Postal Service as ever before. Let 
me give you a recent example. 

At R.R. Donnelley, we and other printers recently reached an 
agreement with the USPS on something called co-palletization. It 
took us 18 months to get this done — 18 months. And what did we 
get? We got a 3-year trial. If I were doing this same deal with any 
private company in America it would take 6 to 8 weeks. And if it 
didn’t work we would undo it. We should not have to work this 
hard to persuade our partner to reach a result that benefits every- 
body: our customers, the Postal Service, us, all users of the system. 

The second area I would like to talk about is network optimiza- 
tion. Frankly, it is inconceivable to me that the USPS network is 
not making adjustments constantly. Facility locations, facility size, 
transportation routing should be changing all the time to keep up 
with demand, to eliminate redundancy, to eliminate overcapacity, 
to achieve productivity gains. All businesses need to adjust to 
changes in customer traffic, demographics, or other factors, espe- 
cially service businesses like the USPS. 

The USPS must be given the flexibility to make these types of 
changes on an ongoing basis and frankly, politics should not get in 
the way. As a businessperson I am constantly faced with these 
hard decisions, closing some facilities, consolidating others, as well 
as having to outsource non-core functions. I do not mean outsource 
to India; I mean outsource to FedEx, non-core functions, so we can 
best focus on our customers and on what Ann Moore and her coun- 
terparts expect from us. 

I can tell you that closing a facility is one of the hardest things 
I ever have to do. It is not fun. But I can also tell you that because 
we do this when needed, we are a stronger, better company. In the 
long run, it was the right thing to do. The USPS must be granted 
that same kind of flexibility to make these tough decisions. Fur- 
thermore, they must be allowed to make them. Utilizing 
worksharing and network optimization makes it possible to achieve 
the lowest combined cost, and that is at the core of what R.R. 
Donnelley and our customers expect from the USPS, which as Ann 
Moore pointed out, is an extremely critical component of the busi- 
ness models that we support. 

Finally, a short word on parcels. Any effort that will limit the 
ability or effectiveness of the letter carrier will negatively impact 
on the important brand of the USPS. That is why we must find 
ways to encourage first class mail and to continuously focus on im- 
provements to handle parcels, magazines, catalogs, and the like. If 
any of these classes of service is eliminated or substantially re- 
duced, the costs to cover the route carrier is simply spread across 
all other classes. That impacts negatively on those companies’ busi- 
ness models. 

We have a chance right now, a real opportunity, to make the nec- 
essary changes to ensure that the USPS and the mailing industry 
as a whole remain healthy and viable. Frankly, several more years 
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of business as usual could bring us to a point of real disrepair. This 
could be a crisis meeting rather than a planning meeting. Let’s not 
allow that to happen. Let’s work together. We are all committed on 
this side to get meaningful reform and get it now. 

I thank you very much, Mr. Chairman. 

[The prepared statement of Mr. William Davis follows:] 
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EXECUTIVE SUMMARY 

RR Donnelley believes in the mission of the U.S. Postal Service and wants to support 
the changes necessary to ensure its continued health and viability well into the 21®* 
Century. The recommendations as described in our testimony, in order of importance, 
are as follows: 

Maintain Universal Service - The obligation to provide universal service imposed on 
the USPS, must be maintained for economic and social reasons. 

Review of Worksharing - Encourage and incent the USPS to engage in more 
worksharing to drive productivity like that of major U.S. companies. Ensure that 
worksharing discounts adequately reflect a// of the variable costs these activities 
actually help the USPS avoid 

Review of Upstream Processing Networks - The upstream process is a major 
contributing factor to many other problems that plague the U.S. postal system. While 
the entire network should be reviewed, there are savings to be realized in the range of 
$6-8 billion if just the upstream process was realigned. The USPS must be given the 
flexibility to make this an ongoing process. 

Productivity Gain - Give the USPS the flexibility and the incentive to implement the 
programs necessary to post productivity gains similar to those in the private sector. 

Ratemaking Process Changes - Create rates that are more predictable, make rates 
more market driven, and eliminate the "politics" of ratemaking. 

Financial Modifications - The USPS should establish a mandate for financial 
transparency that mailers can rely upon to develop their own business plans. 

Enhance The Technology Infrastructure - The USPS should outsource their 
information systems and information technology to quickly achieve parity with their 
private sector competitors. 

Cultural Transformation - In order for organizational changes of this scope and 
magnitude to be realized, they must be accompanied by a corresponding 
transformation. 

Governance — The role and make up of the Postal Board of Governors should 
resemble that of the boards of publicly traded companies. 
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Introduction 

The United States Postal Service (USPS) is one of the cornerstones of our democracy 
because of its mission to "bind our nation together through the [distribution of] personal, 
educational, literary and business correspondence of the people." This has come to be 
understood by all stakeholders as the mission of providing Universal Service at affordable 
rates. This timeless goal is 200 years old. In that time, the distribution landscape has 
changed exponentially. The country has grown; the information and delivery needs of the 
people have expanded accordingly. Today, an entire mailing industry has evolved to 
serve the delivery needs of the people based on the USPS' unique ability to provide this 
distribution whether it takes the form of letters, documents, packages, magazines or 
consumer goods. 

The mailing industry is a key driver of the economy and brings delivery revenues to the 
Postal Service and its competitors alike. The fact that the mailing industry is a $900 billion 
industry employing one in every 15 American workers, is a testament not only to the 
contributions the industry makes to the U.S. GDP, but to how the people have come to 
rely on the postal system as a critical path for the flow of hard copy and consumer goods. 

Through the services we provide the mailing industry, we are acutely aware of the 
profound role the USPS plays in the American way of life. We at RR Donnelley believe in 
the mission of the USPS and want to support the changes necessary to ensure the 
continued health and viability of the U.S. Postal Service that will enable it to last well into 
the 21"* Century. 

What does RR Donnelley need from the USPS? Operationally speaking, RR Donnelley 
wants to see the same dynamic take hold of the USPS as we see in the private sector - 
specifically, that over time, quality improves whiie costs decrease. In the case of the 
USPS, we would expect this dynamic to take the shape of better service levels at a lower 
cost. 

Improvements In service would take a number of forms - delivery should become faster, 
with a much more precise delivery window that could make using the USPS as predictable 
as using some of its private sector competitors. Better service could also be reflected as 
greater market responsiveness - more quickly and readily addressing new and emerging 
needs in the market. 
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Maintain Universal Service - From RR Donnelley's perspective, there is much about 
the USPS that is good and should not be changed. It is one of the most recognizable and 
trusted brands in America and it does a very effective job of delivering information and 
consumer goods to every household in the nation, six days a week. In so doing, it 
provides a service that the American people have come to rely on and would be at a loss 
without. 

No competitive model comes close to providing the level of comprehensive coverage to 
every home that the USPS' "last mile" capability provides. Nor can the competition 
provide the same level of confidence and security in the mail as the USPS with its 
controlled access to the mailbox. 

We at RR Donnelley believe that it is essential that the USPS preserve these unique 
capabilities which is, in large part, dependent upon the USPS retaining two key success 
drivers: Economy of Scope and Economy of Scale. 


By maintaining all current Postal products and services provided today (i.e., letters, parcels, 
periodicals, advertising mail, books, etc.), the USPS is able to provide convenience, privacy 
and security to the consumer that would not otherwise be feasible. In addition, keeping this 
expanded product scope enables the second success driver found in the universal service 
obligation of the USPS to provide access for the American public and businesses to this broad 
variety of mail products at affordable and regulated prices. We must find ways to encourage 
first class mail and to continuously focus on improvements to handle parcels, magazines, 
catalogs and the like. If any of these products is eliminated or reduced, the cost for the route 
carrier gets spread across the others, impacting negatively on their business models. 

Protecting the USPS' unrivaled "last mile" infrastructure - Including its network of local 
postal delivery units and its complementary letter carrier franchise - is essential to the 
USPS' ability to continue to serve the American people. Considering its relevance to our 
industry and our nation's way of life, RR Donnelley wholeheartedly supports continuation 
of Universal Service and exclusive USPS control over the mailbox, thereby assuring 
security and privacy of the mail and the delivery of parcels. This is where the USPS' core 
competency and key contribution to society lies; therefore, this is what must be 
preserved. 
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Worksharing - Leading companies drive productivity by relentless focus on their core 
competencies. For everything else, they partner with companies that have complementary 
strengths. That's what the USPS needs to do and worksharing is the first step toward 
achieving the productivity demonstrated in the private sector. As it is, the current system does 
not effectively utilize current capabilities and tedinologies. Worksharing will solve that 
problem. It will eliminate redundancies. 

Worksharing is not going to happen with the current laws and practices though. The USPS is 
operating under a set of rules and a business strategy that was established 33 years ago. It's 
out of date. It takes too long to get changes through the system. 

For example, it took RR Donnelley over 18 months to come to a worksharing arrangement 
with the USPS for a co-palietization project— and in the end all we got was a three-year "trial" 
run. In the private sector, we make arrangements like that all the time and they only take 
several weeks establish. 

In addition, the disarray of the price signals set forth in the worksharing program make it 
impossible for mailers and mail services providers to optimize their own mail preparation 
functions and logistics networks to take full advantage of the worksharing opportunities 
that the discounts are intended to provide. 

Mailers would like to see prices structured in such a way as to equitably reward mailers 
for absorbing additional work and bypassing inefficient portions of the postal stream; 
such inefficient operations (e.g. BMCs) can subsequently be eliminated. 

While some may claim that worksharing discounts exceed the savings realized by the 
USPS, proper measurement and forecasting models have never been developed to assess 
the impact of different worksharing initiatives on demand. Under the current 
methodology, worksharing discounts reflect only the variable costs that the USPS avoids 
when work is done in the private sector, bypassing the USPS function. Moreover, due to 
complexities in the aforementioned cost accounting system, the worksharing discounts do 
not adequately reflect a// of the variable costs these activities actually help the USPS 
avoid. Even those costs that are measured are not always passed through in the 
discounts, resulting in an irrational rate structure that is not truly tied to costs. 

The problem is, there is no incentive for the USPS to do worksharing. We need new 
governance rules that not only allow worksharing, but also give the USPS incentives to do 
more worksharing. Change is essential. 
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Retail and Distribution Network Integration - The DSPS should always be monitoring 
and assessing its distribution infrastructure. It is inconceivable to me that adjustments in the 
USPS network are not ongoing. Facility locations, size, transportation route, all of that should 
be changing constantfyto keep pace with demand, to eliminate redundancy and overcapacity, 
and to achieve productivity gains. >4// businesses need to adjust to changes in customer 
traffic, demographics or other factors— especially sen/ice businesses like the USPS. Closing 
some facilities and consolidating others, outsourcing non-core functions and rightsizing must 
be done. That's the kind of flexibility the USPS needs to demonstrate but Congress must give 
them that kind of flexibility. 

Neither upstream processing centers nor the existing retail network should escape 
examination with respect to performance. The Network Integration Alignment Project 
(NIA) currently underway within the USPS should be given the high priority status it will 
need to ensure its success. The NIA is significant because It pursues a charter to create a 
flexible logistics network that reduces the USPS' and customers' costs, increases 
operational effectiveness, and improves consistency in service. 

According to USPS Senior Vice President of Operations, John Rapp, there are a number of 
significant challenges to the USPS accomplishing the goals of the NIA, including: 


• A fixed infrastructure that inhibits the Postal Service's ability to 
adapt to a changing business environment; 

• A disproportionate increase in transportation costs; 

• An ad hoc evolution of the distribution network that resulted in 
non-standard operational procedures; 

• Differing and inconsistent preparation and entry exists between 
mail classes and subclasses; 

• Differing and inconsistent service standards also exist; and 

• A lack of an integrated Information technology solution. 

Many of these challenges could be addressed easily through collapsing the existing 
distribution network and strategically outsourcing upstream processing capabilities to 
private sector organizations such as RR Donnelley that have a proven track record for 
handling these processes more efficiently and effectively, and at a lower cost. This shift 
could generate savings for the USPS somewhere in the range of $6-8 billion annually. 


Written Testimony of 
William L. Davis, Chairman. President and CEO 
RR Donnelley 
before the U.S. House of Representatives 
Committee on Government Reform 
W'edncsUay, February 1 !, 2004 


5 



330 


Upstream Processing - Today's "postal stream" is inefficient and obsolete and its 
structure is a major contributing factor to many other issues that plague the system, from 
delivery performance to failure to contain costs. According to the LISPS' 2001 Cost and 
Revenue Analysis, total upstream processing costs in FY 2001 exceeded $19 billion. This 
expense represents nearly 30% of the Postal Service's revenues for FY 2001. A quick 
examination of the postal stream can shine some light on the operational "Catch 22" 
surrounding the USPS' upstream operations. 

The upstream postal system consists of three funcBonal layers, each serving an 
increasingly finer service area than its predecessor. The Bulk Mail Center (BMC) serves 
the widest geographic area, followed by the SecHonal Center Facility (SCF), and then the 
Destination Delivery Unit (DDU) - or local post office. Current worksharing discounts are 
set up to encourage mailers to deposit their shipments as far downstream as possible, 
with the greatest price break being given for mail that is pre-sorted and delivered all the 
way downstream at the DDU, for "final mile" delivery to the home by a letter carrier. 

(The letter carrier also serves the mailing public as the "first mile" for correspondence 
originating from the home.) 

For many mailers, DDU insertion provides a very attractive alternative, despite the 
additional cost that the mailer must incur to sort and transport their product to the "final 
mile", and the fact that the postage discounts offered do not adequately reflect the cost 
savings that the mailer is actually providing the USPS. But as mail volumes move 
downstream, diseconomies of scale occur within the USPS, and the upstream processing 
centers become increasingly inefficient. Even as the workforce is diminished through 
attrition, the capital infrastructure and fixed costs remain a burden to the USPS. The 
USPS has been largely handicapped when it comes to closing facilities. 

The Postal network needs to be collapsed and consolidated. Capabilities should be 
outsourced where appropriate, allowing inefficient upstream operations to be eliminated 
whenever possible. It is our belief that these changes will have the following efficiency 
benefits for the USPS: 

• An immediate reduction in operating and labor costs of at least $6 
billion annually; 

• improved service performance through the elimination of touch-points; 

• greater throughput and efficiencies through the strategic application of 
automatic sortation technologies; and 

• avoidance of billions of dollars annually of ongoing capital expenditure 
requirements to support upstream infrastructure and additional 
stranded investments as first class mail volumes decline in the future. 
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Productivity Gains 

Despite the clear advantages that the USPS' last mile capabilities bring to the American 
people, there are any number of limitations in its current operating model that do not 
serve it or its customers well. Despite the significant strides in efficiency that the USPS 
has made in the last year, it continues to struggle with a number of operational 
problems, including. 

• Failure to achieve productivity increases -- similar to those achieved by 
private industry - despite continued capital investments; 

• Inability to optimize the upstream distribution network by consolidating 
and closing obsolete and non-performing facilities and continuing to 
outsource non-core operations; 

• Difficulties in obtaining support for optimizing retail network by 
experimenting with the number and type of retail facilities providing 
distribution services; 

• Sporadic use of information technology and business data to pinpoint 
operating inefficiencies and address service issues; and 

• Inconsistent operating procedures at Postal facilities because of local 
management decisions. 

A continuous improvement philosophy, penetrating every level of the USPS, is needed to 
bring about meaningful change - but this critical cultural change is difficult to implement 
given that the USPS is not incented to maximize profit. This is best seen when you 
compare productivity gain in the private sector versus the USPS. Since 1970, non-farm 
businesses have seen a 70% increase in productivity. In that same period, the USPS has 
seen gains of only 11%. 

At the basis of all formal Continuous Improvement strategies, such as the Six Sigma 
program that has been so successfully implemented at leading companies, including RR 
Donnelley, there is an underlying "profit motive" that places the need for operational 
efficiency and customer satisfaction ahead of all others. Without this, the political pull of 
various factions most impacted by the changes that a Continuous Improvement program 
entails can derail the focus on operational improvements. A comprehensive Six Sigma 
program within the USPS would dramatically drive out operating costs, while increasing 
the reliability and predictability of the mail. We started to implement such programs at 
RR Donnelley over five years ago. Last year alone, as a result of such initiatives, we 
drove out costs of nearly $170 million. 
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Ratemaking - The current ratemaking process is costly, cumbersome, political and 
outmoded. The process, which was adopted as a last minute thought as part of the 1970 
legislation, is based on a classic cost-of-service ratemaking. This type of pricing, which 
was popular back in the 70s, has since been discarded in all other infrastructures, 
including the telecommunications, electricity and gas industries. According to documents 
used to support the PRC decision, as much as 35% of the USPS costs which are "fixed" 
are allocated to users on a non-cost factor basis, which tend to understate demand 
considerations. 

The changes that RR Donnelley would recommend for the ratemaking process focus on 
creating rates that are more predictable, streamlining the process to make rates more 
market driven, and on eliminating the "politics" of ratemaking by establishing an effective 
checks and balances system that sets solid rate limitations and is structured to protect 
the interests of users of all classes of mail. 

First, the mailing industry needs to be able to plan for the impact of the new rate in their 
postal budgets. Caps should be set for annual rate increases, tying them to the Consumer 
Price Index, or some other widely accepted leading economic indicator as well as a 
productivity factor. If rate increases exceed the limitations established through the 
business rules set forth in the new ratemaking process, then rate requests will be subject 
to the review of the Postal Regulatory Commission. 

Second, the testimonial review process that both the USPS and the Postal Rate 
Commission (PRC) conduct prior to the implementation of a new rate case is costly and 
time consuming. The testimonial records can run into the tens of thousands of pages and 
result in a published decision that exceeds 575 pages. This type of approach is not 
capable of producing meaningful results, leaving many key issues to be overlooked. 

Third, the ratemaking process must be transparent and properly structured from the 
beginning in order to prevent outside parties from feeling the need to fight a rate 
increase. A more transparent process would prevent people from tying up the ratemaking 
process with the endless cycle of testimonies. Individuals would be able to file their 
concerns with a Postal Regulatory Commission that will be charged with efficiently 
reviewing and resolving such conflicts. 

For example, since the Rate Commission and the Postal Service disagree on key issues 
regarding cost variability, there are two versions of the Cost and Revenue Analysis 
produced each year - one that reflects the USPS' view of cost variability and another, 
which employs the PRC's view on how to measure and assess cost variability. The two 
approaches result in vastly different outcomes. 
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To add further complexity to the ratemaking process, if there is a linkage between the 
Postal Service's operating plan and its rate case projections, the connection is not made 
clear. In the final analysis, the USPS keeps two sets of books - one for ratemaking and 
one for budgeting purposes. One activity-based costing method is required to accurately 
report costs and provide the basis for sound budgeting and rate making. 

Finaiiy, in order for this to work however, the Rate Commission should be given greater 
authority, including subpoena power, to get at the information they need to effectively 
regulate the ratemaking process. 


Financial Modifications - There are a number of financial changes that the mailing 
industry would like to see which would ensure that the USPS continues to serve its 
constituents while remaining financially strong. These are focused primarily on 
improvements in the ratemaking process, but also include certain regulatory changes that 
would shift how the USPS currently views revenues, efficiencies and continuous 
improvement, and establish a mandate for financial transparency, which will hold the 
USPS accountable to the same standards as their larger private sector counterparts. 

Our beliefs about the financial changes required of the USPS are founded primarily on the 
findings of the General Accounting Office (GAO). In a statement made in February, 2002, 
U.S. Comptroller, David Walker, stated, "We believe the Service's worsening financial 
condition intensifies the need for.. .meaningful reform and transformational legislation." 

"The 32-year old USPS business model does not work in the century.. .and will not 
work," he continued. In a recent report dated January, 2003, the GAO reports on 
progress toward the improvements it had suggested to the USPS in earlier reports and 
those set forth in the USPS' own Transformation Plan, conceding that while much 
progress had been made in the past 12 months, there is still much cause for concern. It 
also reviewed the Commercial Government Enterprise (CGE) business model proposed in 
the Transformation Plan as one that would position the USPS to address the future 
communications needs of the American people. The CGE model is appealing in that it 
addresses many of the concerns that the mailing industry has with the USPS in its current 
form. The continued need for a financial mandate for the USPS to break even should also 
be examined in the context of its new CGE role. We believe this is an essential 
component of reform. While it was conceived with the best of intentions, it has failed. It 
distorts the price signal that results from things such as worksharing incentives by 
causing the USPS to focus on gross revenue rather than profits. If lifted, the USPS would 
immediately be able to think and act like a business. 
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Technology Infrastructure - Better information systems are also critical to the mailing 
industry for many reasons: 

• Electronic filing enables a dramatic reduction of paperwork and eliminates 
a high percentage of errors; 

• Better data enables better performance reporting which is the backbone 
of any Continuous Improvement initiative; 

• Information systems provide greater visibility to the entire Postal stream, 
enabling the USPS to pinpoint service issues where they start; and 

• Greater visibility, in turn, enables the USPS to institutionalize 
accountability for quantifiable results. 


Cultural Transformation - In order for organizational changes of this scope and 
magnitude to be realized, they must be accompanied by a corresponding cultural 
transformation. This transformation should focus on three fundamental aspects that 
currently keep the USPS from becoming a world-class operation: 


• An ongoing commitment from Postal employees and management alike 
to improving efficiency throughout the Postal stream; 

• A shift in the USPS culture to become more customer centric and easier 
to use at all touch-points; and 

• An incentive-based organization that rewards productivity and 
innovation. 

Governance 

We encourage the Commission to look at the structure, role and make up of the Postal 
Board of Governors. The Board should be a direct reflection of the size and scale of 
the USPS and should function just like that of a Board of Directors of a large public 
corporation. Term lengths and the appointment process should be reviewed. The 
Board should be composed of individuals, highly qualified to understand the issues 
confronting USPS, and able to set basic goals and hold management accountable for 
their realization. 

Service Performance Standards - No discussion of opening up the ratemaking 
process should be undertaken without first taking precautions that rate controls do not 
come at the expense of declining service performance. In fact, not only should service 
standards be clearly defined and published, but performance to standards should be 
publicly reported on as well. Management incentives should be established to ensure 
that rates are held in check through increased efficiencies. 
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The USPS should be required to measure and report on delivery performance for all 
services it performs as a means of ensuring accountability to U.S. citizens, mailers and 
users of the Postal Service. Further, with the exception of first class mail, the Postal 
Service does not consistently or regularly evaluate or publicize performance in relation 
to guidelines and it is extremely resistant to the use of technology (e.g. CONFIRM) 
that now exists and that would provide accurate measurement of delivery times for 
other products, such as bulk business mail or time-sensitive mail classes. 

Fortunately, there is precedent for public utilities and quasi-utility enterprises 
publishing service standards and use, and reporting objective measures of compliance. 
In all cases, the standards are subject to review (or complaint) by an independent 
regulator and appropriate sanctions can be assessed for persistent failure to meet 
standards. We are pleased to see this call for public performance reporting reflected in 
the GAO'S January, 2003, report. 


Conclusion 

As outlined in its Transformation Plan, the LISPS recognizes many changes that can be 
carried out today, without any changes being made to the current statute; still more 
positive changes, perfectly legal under the 1970 Act, are outlined in the Mailing 
Industry Task Force report. Congress should empower the USPS to enact these 
changes; wherever possible, as quickly as possible. 

However, there are many issues that the USPS must also address that do require 
changes in the current law, such as streamlining the ratemaking process and removing 
the break-even clause. In order to create an environment that is capable of 
implementing a successful Continuous Improvement program and making meaningful 
strides in terms of efficiency improvements, it is clear that the USPS must be 
unshackled from some of the more limiting aspects of the 1970 Postal Reorganization 
Act. 

Two years ago in The President's 10-Year Budget Plan, President Bush set out a clear 
mandate for government enterprises to "take lessons from the private sector, finding 
ways to increase efficiency and customer satisfaction. ..[make] government more 
accountable and ultimately [raise] citizen's confidence in the ability of Government to 
work in partnership with the private sector to raise standards of living for every 
American." We believe that the USPS must fulfill this mandate by leveraging the 
capabilities and key learnings of the private sector in order to protect Universal Postal 
Service for American citizens. 
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To accomplish this, Congress must make changes to the 1970 Act that amend the 
current USPS structure as needed, and to incorporate the best operating practices, 
incentive systems and technologies used in the private sector that have dramatically 
changed the face of business over the last 30 years, in order to operate more 
efficiently and meet the needs of its customers, both large and small. 

The USPS should retain its monopoly of letter mail and stay in the parcel business, 
thus protecting the interests of U.S. citizens. Any new business model for the USPS 
should allow prices to be more readily flexed to market demand with regulatory limits 
and rules governing their structure, and a regulatory body at hand to review and settle 
disputes over rates. 

The USPS should also be free to enter into alliances and ventures with related private 
sector companies that would enable greater system-wide efficiency and outsourcing of 
non-core operations. In addition to mail processing, the USPS should consider 
outsourcing their information systems and information technology to more quickly 
achieve parity with their private sector competitors. 

In closing, we would like to commend the USPS on both the Transformation Plan and 
the progress they have made toward implementing those parts of the Plan that are 
currently within their power. We are encouraged by the forthright manner in which the 
USPS and the GAO have identified the issues at hand, and recognize the courage and 
tough decisions that will be required to build a United States Postal Service best suited 
for the century ahead. 

Finally, we would like to thank the Congress for hearing our testimony, and President 
Bush for recognizing the need for change in the postal system. We believe that the 
vision for Government Reform set forth in the 2001 Blueprint for New Beginnings 
provides a solid framework for guiding the Transformation of the United States Postai 
Service. 
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About RR Donnelley 

RR Donnelley (www.rrdonnellev.com) prepares, produces and delivers integrated 
communications across multiple channels for content owners, such as publishers, 
merchandisers, and telecommunications companies as well as capital markets and 
diversified financial services companies. As a single source supplying services up and 
down the communications value chain, the company excels in pre-media, digital 
photography, content management, printing, online services, and print and package 
logistics. With these integrated services, RR Donnelley helps customers increase the 
effectiveness of their targeted communications and distribution strategies. 
Headquartered in Chicago, III., RR Donnelley serves a global customer market and has 
31,000 employees in more than 200 locations in North America, South America, 

Europe and the Asia/Pacific Basin. 


About RR Donnelley Logistics 

RR Donnelley Logistics, a division of Chicago-based RR Donnelley, provides logistics 
solutions for a wide range of industries, including leading catalogers, e-retaiiers, 
publishers, financial services firms and pharmaceutical companies. As a leader in 
postal logistics, the company annually directs more than 19 billion print and mail 
pieces and 160 million packages to homes across the nation. Donnelley Logistics 
delivers predictable, on-time, cost saving business solutions leveraging its nationwide 
network of sortation facilities, expedited delivery capabilities and advanced technology 
systems. For more information about RR Donnelley Logistics, contact the company at 
www.donnellevlooistics.com 
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William L. Davis, Chairman. President and CEO 
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Committee on Government Reform 
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Mr. McHugh. I thank the gentleman. As his testimony under- 
scored his commitment to this, we again express our appreciation 
for his commitment and leadership. 

Last on this panel, as we say, and it is certainly true, not least, 
Mr. Nigel Morris, who is co-founder and vice chairman of Capital 
One, one of the true financial powerhouses of this Nation and the 
planet. We welcome you here, sir, today and we look forward to 
your comments. 

Mr. Morris. Good afternoon everybody, and thank you very 
much Chairman McHugh and members of the Special Panel on 
Postal Reform and Oversight for giving me the chance to be able 
to share some of my thoughts here with you today. This is actually 
the first time that I have had the opportunity to speak at such a 
forum. Should there be any questions of me later, I hope you will 
be awfully gentle on me for being such a political neophyte. 

I am here actually representing Capital One, a company that I 
co-founded and am vice-chairman of, but also the Financial Service 
Roundtable, a group comprised of the hundred largest financial 
service companies, including but not limited to Citigroup, JPM- 
Chase, Bank of America, and also the National Postal Policy Coun- 
cil, a mailing association representing many of the largest mailers 
and the users of first class mail from a variety of industries includ- 
ing telco, utilities, and other financial service companies. 

Capital One is actually a leading provider of diversified financial 
service products. You may know us from our “What’s in your wal- 
let?” campaign. Of course, with vikings and visigoths and yetis and 
mermaids we are on the TV a lot, but also aside from being the 
fourth or fifth credit card company in the world, with a vibrant 
business here in the United States as well as in my home country 
of England we are also involved in auto loans, installment loans, 
and mortgages and are building out our portfolio at a rapid rate. 
We have 17,000 people, 47 million customers, and that gives us a 
relationship with one in four or one in five American households. 
We have revenues of $10 billion and growing. Six years ago, we 
had only 10 million customers. We now have nearly 50 million cus- 
tomers. We acquired every single one of those customers, almost 
every single one of them, through the mail. So we have to be very 
indebted to the Postal Service for allowing us not only to talk to 
those customers basically every month but also for the ability to 
build a tremendous franchise and now one of the largest credit card 
issuers in the world. We owe a great deal to the Postal Service for 
enabling us to do that. 

Today, we are the largest first class mailer in the United States 
and have been for the last 2 years. So the USPS clearly is a vital, 
incredibly powerful part of our business model, without which I 
think we would be in veiy deep trouble. It is in the light of that 
that I have the opportunity to talk to you today, because I think 
we today face some really grave threats to the USPS’s business 
model. The USPS’s success is critical to our success in being able 
to deliver product and to be able to service our large and burgeon- 
ing and increasingly demanding customer base. 

It has been 34 years by my count since we last had significant 
postal reform. Thirty-five years ago we did not have any cell 
phones. Thirty-five years ago the Internet was a twinkle in some 
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techie’s eyes. The world has changed immeasurably in that period. 
Today, the USPS has to deal with a torrent of technological change. 
Thanks to those changes, consumers can talk to each other, busi- 
nesses can talk to their consumers in very different ways. The post 
office clearly has an opportunity to do a better job of keeping pace 
with those technological changes. 

Left unaddressed, the Postal Service’s financial instability will 
ultimately lead to a vicious downward cycle. The cycle goes like 
this. Higher postal rates drive away customers and revenue. Fewer 
customers means lower volume and lower revenue because people, 
if prices go up, people mail less. Lower mail volume will force the 
post office again to raise its rates. Lower volume and lower revenue 
will create pressure not to invest in people and technology. The end 
result is a perpetuation of the downward cycle where we are charg- 
ing more and more to fewer and fewer. It is a death spiral, but I 
do not think it has to be that way. 

Clearly, mailers have other options. We can communicate with 
our customers via the Internet. We can do it on cell phones. But 
the mail is a critical part of many of our business models, and we 
very much want it to be and continue to be a vital part of that 
model. The effective mail system is just as important as a sound 
highway system. I think that is how we need to think about it. 

That is why I am here today. I do not think we can afford to wait 
on this. The opportunities the post office has are just tremendous, 
but it takes bold and it takes unprecedented steps. I do not think 
we are talking here about tinkering at the margin with a business 
model that needs some tweaking. I think we are talking about 
something much more audacious, much more fundamental, and in 
that, much more difficult. I believe the Postal Service has to tap 
into the talents of the people it has, develop them, and grow their 
skill base so they can face an increasingly complicated world. It 
needs to harness the technology it has and invest in more tech- 
nology. It is not just technology for reducing costs though, that is 
an important part of it. It is technology in delivery. It is technology 
in service levels. It needs to make the cost structure more produc- 
tive and more flexible so it can deal with changes in revenues. It 
needs to develop innovative, value-added products and services. 
The Postal Service has some very unique assets. It has the monop- 
oly on the last mile delivery. It has a tremendous brand. Those 
things can be levered, as well as many other things. Such innova- 
tions include the negotiated service agreements, which really pro- 
vide incentives for mailers such as Capital One to actually mail 
more. I think we are in the very beginning of a major opportunity. 
The business basically has to become much more nimble, much 
more pragmatic, and be able to meet the changing demands of cus- 
tomers, particularly in a world where technology is moving at such 
a tremendous rate. 

We have had the challenge to work with the Postal Service in the 
development of one of those innovations. That innovation is the ne- 
gotiated service agreement. Basically, the idea is that we as Cap- 
ital One agree to receive undeliverable first class mail back to the 
company electronically rather than physically. It is much cheaper 
for the Postal Service, something like $40 million over the next 3 
years, a significant savings. In addition to that, we receive volume 
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discounts on first class mail. So if we mail more than we were 
going to mail, we basically at the margin get a lower price. That 
incentivizes us to mail more, which means that the post office is 
able to put more volume through its fixed-cost structure, which 
means it creates more sustainability in the business model. 

I think that is a wonderful story, and I am hats off to the people 
at the Postal Service and at Capital One who worked tirelessly to 
put this together. The challenge is that we filed for that more than 
18 months ago. It took nearly 2 years to negotiate that deal. As we 
are aware today, nobody else is waiting in the wings to put to- 
gether any such kind of NSA. I do not think that is anybody’s fault. 
I think it is the fact that it is very difficult to do. It is a very oner- 
ous process, but the opportunity is clearly there for the Postal 
Service to incent companies to reduce their costs and in doing so 
put something else on the table for the company, and I think there 
is a real opportunity to build it. 

NSAs and arrangements like NSAs help everybody. They help 
the Postal Service by creating an increase in revenue stream. They 
help the companies of America and they help the U.S. taxpayer. 
They also help the customers and the people out there who receive 
the mail every day. Mr. Chairman and members of the committee, 
I strongly feel that implementing reforms like the NSAs and other 
things are really critical to the future. I also think it is worthwhile 
and important to recognize that reforming the post office is not an 
overnight project. We are not talking here about clicking our fin- 
gers and immediately moving to a different level of business capa- 
bility. 

To achieve the kind of changes that we are talking about will re- 
quire enormous patience from people on the dais. It will require a 
lot of investment and it will take a long time to do it. The Postal 
Service is very large, very complicated, and it requires an enor- 
mous amount of change. To do that, we need to align the staff and 
the investment dollars against specific goals, agree on those goals, 
set milestones, measure them, monitor them, report them, have a 
progress mechanism that makes sense, and establish clear account- 
abilities and transparencies. 

I believe that this all can be done. I believe it can be done be- 
cause I have seen the changes in the Postal Service over the last 
couple of years. Many Americans should take encouragement from 
the outstanding successes and the solid efforts that have been 
made in the last few years by Jack Potter, his management team, 
and the 800,000 dedicated postal workers out there. It lowered 
costs by $1.1 billion last year, achieved 4 consecutive years of posi- 
tive productivity gains, implemented a new pay-for-performance 
system for supervisors, postmasters, managers, and executives. 
These are big changes, but it is a drop in the ocean. In light of 
these accomplishments, we believe that the reforms that I have 
outlined today are not only realistic and achievable but also pos- 
sible and incredibly exciting. 

Finally, I would like to put my word in here on the CSRS and 
urge speedy action to eliminate the escrow provision of the Postal 
Civil Service Retirement System Funding Reform Act. I urge you 
to remove the escrow created by legislation, which will allow the 
Postal Service to put these assets to better use and prevent a larg- 
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er rate hike for all users in 2006. I urge you to transfer the cost 
of the military-related CSRS benefits from the Postal Service to the 
Department of the Treasury, as recommended by the Presidential 
Commission on Postal Reform. These steps will allow the USPS to 
have the financial breathing room to tackle some of the reforms 
and some of the actions that I have highlighted. 

So in conclusion, Mr. Chairman and members of the special 
panel, thank you very much for listening to me, and thanks for the 
opportunity to be able to speak. 

[The prepared statement of Mr. Morris follows:] 
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Introduction 


Chairman McHugh and Members of the Special Panel on Postal Reform and 
Oversight, thank you for the opportunity to share Capital One’s views on the 
growing need for effective reform of the United States Postal Service (“Postal 
Service”). The financial services industry is one of the Postal Service’s most 
important customers and ensuring a healthy future for the Postal Service is of 
great importance to Capital One and others in our industry. We appreciate the 
commitment made by you and Ranking Member Davis, along with the 
Chairman Tom Davis and Ranking Member Henry Waxman of the Committee 
on Government Reform, to making postal reform a top priority for the second 
session of the 108th Congress. 

Capital One® Financial Corporation is a publicly held holding company based 
in McLean, Virginia. A Fortune 200 company. Capital One has over 47 million 
accounts, $70 Billion in managed loans and 17,000 associates. As one of the 
world’s largest issuers of Visa and MasterCard, Capital One is best known for 
its low rate credit cards, however the company also offers a variety of lending 
and deposit products including auto loans, installment loans, CD’s, money 
market and IRA’s. Integral to the success of our business model is the United 
States Postal Service. The mail channel is our primary distribution channel for 
communicating with current customers and making offers to potential 
customers. In 2002, Capital One ranked as the largest producer of First-Class 
mail in the United States. Our postage spend was in excess of 'h billion dollars, 
accounting for over 1% of all mail volume of the USPS. By all measures this is 
our largest supplier relationship. 

Our views today are strongly shared by the Financial Services Roundtable, an 
organization representing 100 of the nation’s largest integrated financial 
services companies which provide banking, insurance, securities, and 
investment products and services to American consumers. Roundtable 
member companies provide fuel for America’s economic engine, accounting 
directly for $12.4 trillion in managed assets, $561 billion in revenue, and 1.8 
million jobs. In light of the increasing financial instability at the Postal Service, 
the Financial Services Roundtable commissioned a study in May 2003 entitled 
“Creating a Customer Focused Postal Service.” This study concludes that a 
substantial overhaul of the Postal Service is the only way to secure its long-term 
success. 

Our views are also shared by the National Postal Policy Council, of which 
Capital One is a member. Representing many of the nation's largest business 
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users of First Class mail, NPPC has members in the banking and financial 
services, utilities and telecommunications, insurance and other industries. 
Collectively, NPPC members account for an estimated 40 billion pieces of First 
Class mail annually, which is more than 40% of 2004's projected 97.9 billion 
pieces. 

Jobs and mail go together. The mailing industry contribution to the economy 
amounts to about $900 billion in economic value or about 8 percent of GDP. 
Of the 137.6 million people employed in America today, nine miUion jobs are 
directly connected to the mailing industry. That represents six percent of aU 
jobs. The mailing industry is an important primary and secondary employer 
and a vibrant and healthy Postal Service is critical to the U.S. economy, the 
financial services industry, and to the future of Capital One. 

We are very pleased that President Bush has formally urged Congress to act 
quickly on postal reform this year. We agree strongly with the five overarching 
principles of postal reform laid out by President Bush in December 2003, 
including the principles of best practices, transparency, flexibility, 
accountability, and self-financing. We would also like to recognize the hard 
work of Chairman McHugh for championing the Postal Reform effort in 
Congress. In 2002 Chairman McHugh introduced a bill (HR 4970) that 
encompasses the principles outlined by the Administration. I understand this 
bill will form the basis for legislation he intends to introduce soon and 
wholeheartedly support the concepts he has embraced in his legislation. 

The principles outlined in the recent call for action from the White House echo 
the recommendations of the findings of the President’s Commission on Postal 
Reform. Our company and the financial services industry have also carefully 
assessed the July 2003 report issued by the President’s Commission and, as 
described below, we enthusiastically support many of the Commission’s 
recommendations for legislative and administrative reforms needed to ensure 
the viability of the Postal Service. 

We expressly call on Congress to heed the Commission’s recommendations to 
allow the Postal Service to spend savings accmed from changes in its Civil 
Service Retirement System (CSRS) obligations. Abolishment of the escrow 
provision of the Postal Civil Service Retirement System Funding Reform Act 
(Public Law 108-18) will improve the Postal Service’s revenue and rate 
planning. This is a top priority for Capital One and the Financial Services 
Roundtable and we urge the Committee to take swift action to correct this 
problem. The substantial rate increases that will result if action is not taken 
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would have significant financial impact to the mailing community, the financial 
services industry, and the nation’s overall economy. 

Fortunately, Congress now has the opportunity to prevent large rate increases 
by addressing the CSRS issue, together with comprehensive postal reform. 
Capital One and the Financial Services Roundtable believe that the pieces are in 
place for the Postal Service to be reformed into an organization that operates 
like a business focused on providing quality and affordable services and 
working with its customers to develop new and innovative products. We 
appreciate your leadership in promoting the meaningful systemic changes that 
will enable the Postal Service to better serve its customers, control costs and 
maximize efficiencies for the long term. These reforms will, in the long-run, 
protect jobs and allow U.S. businesses to flourish. 

The Postal Service is important to Capital One and the 

FINANCIAL SERVICES INDUSTRY 

A healthy future for the Postal Service is essential to Capital One and to the 
financial services industry. A study conducted on behalf of the Financial 
Services Roundtable found the financial services industry generates and 
receives as much as 25% of all mail handled by the Postal Service. Considering 
mail both sent and received, the financial services industry is one of the Postal 
Service’s most valuable customers. We recognize that businesses need stable 
postal rates in order to facilitate a multitude of investments that will grow the 
economy. With the right conditions, the private sector will continue to grow, 
invest, and create jobs. 

The financial services industry has grown substantially since the 1980s when a 
series of moves to deregulate the industry began. In large part, this growth has 
occurred because deregulation has permitted new products and services to be 
offered and new entrants to participate in the industry. 

The Postal Service also played a key factor in our growth. The USPS provides 
a convenient, relatively cost effective, tool to communicate with new and 
existing customers (billing statements and other important account 
information) and consumers about new products and services. For new 
entrants, like Capital One, the mail channel has been critical. 

As a result, financial services markets have become mote innovative and 
competitive and American businesses and consumers have benefited from 
improved, lower-cost, and friendlier financial arrangements. 
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PriceWaterhouseCoopers projects that the financial services market will grow 
81% between 2001 and 2010 - from less than $3 trillion to almost $5 trillion.’ 
This no doubt reflects the stimulus for growth and innovation — through 
competition — that comes through the use of individualized offers in the mail. 

Negotiated Service Agreements fNSAl 

Because mailing is such an integral piece of Capital One’s business, we were 
very pleased to be the first company to sign a Negotiated Service Agreement 
with the Postal Service in June 2003. 

The Negotiated Service Agreement (NSA) is a pricing strategy that gives the 
USPS the ability to customize its service offerings and rates to address 
customers’ unique mailing needs and encourages cost-efficient behavior. This 
is standard practice in the business community. Under current law, NSAs are 
one of the few ways the Postal Service can pursue pricing flexibility, which is a 
critical element of postal legislative reform. 

This first NSA features cost savings for the Postal Service by returning 
undehverable mail to Capital One electronically instead of physically. This 
alone is estimated to save the Postal Service $40 million over the term of the 
agreement. Capital One has also agreed to address quality standards well above 
those requited by postal regulations. In return, Capital One receives discounts 
on First-Class Mail volume above an annual threshold of 1.225 biUion pieces. 

Providing price incentives for mailers to encourage more mail volume and best 
practices will help make it possible for the Postal Service to keep rates 
affordable for everyone. The volume incentives in the NSA help foster 
increased use of First-Class Mail by Capital One, which helps pay for overhead 
costs that support the entire mail system. Pricing innovations like NSAs will 
drive more volume and revenue helping the Postal Service preserve universal 
mail service which is fundamental to the American way of life. 


^ PriceWateihouseCoopers (2001) 
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Improvements needed to make postal reform meaningful 
The Postal Service’s business model has not kept pace 

1 would like to thank Jack Potter for his hard work. Since taking over the 
reigns of the Postal Service, he has made great strides, working with all 
stakeholders trying to improve the Postal Service’s financial footing. In 2003 
he reduced costs by $1.1 BilUon and for the fourth consecutive year has shown 
positive productivity gains. Equally as important he has designed and 
implemented a pay for performance program for every supervisor, postmaster, 
manager and executive of the Postal Service. 

While the Postal Service has served the mailing industry well in the past, its 
current business model is an impediment to its financial stability. Created by 
the 1970 Postal Reorganization Act the USPS has seen tremendous innovation 
in the business world and marketplace. Unfortunately the USPS has lacked the 
flexibility to change with today’s fast-paced economy, hindering its ability to 
meet the changing needs of its customers. The Postal Service needs to engage 
in a more modern, flexible, and responsive business model. The new business 
model selected must serve the needs of taxpayers, employees, competitors and 
most knportantiy customers. 

Taxpayers currently hold all liabilities associated with the Postal Service, so it is 
in their interest that the business model offers the greatest chance that the 
liabilities are paid by customers of the Postal Service. Employees need a 
business model that gives them the best chance for success in the future. 
Customers need a business model that encourages competition, efficient 
management and innovation. 

Capital One and the Financial Services Roundtable would like to express our 
strong appreciation for the work being done by this panel. Postal Reform is a 
complex issue and your commitment is greatly appreciated. The 
Administration has been a strong supporter, appointing a Presidential 
Commission to study the Postal Service and recently announcing its support 
for legislation based on its five postal principles. However, the champion of 
postal reform that deserves special recognition is Chairman John McHugh. 
You have continued to press for postal reform for years and we thank you. 
More importantly you have devoted the time to craft thoughtful legislation in 
the past. You should be proud of the fact that the legislation you crafted nearly 

2 years ago has all the same principles identified by the Presidential 
Commission and encompasses the five postal principles of the Administration. 
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Mr. Chairman thank you and we support your efforts to craft legislation that 
will bring the Postal Service into the 21“ Century. 

Immediate reforms needed 


In addition to the long-term systemic changes that need to be made to the 
Postal Service’s business model. Capital One and the Financial Services 
Roundtable strongly support some immediate reforms. We urge Congress to 
take swift action to eliminate the escrow provision of the Postal Civil Service 
Retirement System Funding Reform Act providing the Postal Service greater 
financial flexibility to implement the needed reforms required to create a 
financially stable Postal Service. We also believe the Postal Service should be 
relieved of any obligation to pay retirement benefits of postal employees earned 
through military service. 

Abolish the escrow provision of Public Law 108-18 and 

ALLOW THE POSTAL SERVICE TO SPEND SAVINGS ACCRUED 
FROM CHANGES TO ITS ClVlL SERVICE RETIREMENT SYSTEM 
OBUGATIONS 


The Postal Civil Service Retirement System Funding Reform Act was an 
important step toward allowing the Postal Service to use overpayments of its 
CSRS retirement obligations to reduce its debt to the Treasury and keep 
postage rates down. Unfortunately, the Act calls for Congress to hold the 
surplus in escrow after 2005. As the Presidential Commission has 
recommended, we urge Congress to abolish the escrow account as it will 
impede the Postal Service’s revenue and rate planning, and will immediately 
trigger higher postal rates for aU users in 2006. 

The Postal Service has stated that failure by Congress to remove the escrow 
will by itself cause a 5.4% rate increase in 2006, and even larger increases in 
later years. Studies show that a penny increase in postal rates will cause a one- 
half of one percent volume decline in mail at the Postal Service. A five percent 
increase in rates would generate a 1.175 billion unit loss in mail volume or $270 
miUion loss in revenues. Experts have estimated that if the CSRS provision is 
not fixed, it would mean a 12 percent increase in rates just to pay for CSRS and 
normal operating costs. Fixed costs could not be covered and we could be 
looking at another deficit of $2 billion by 2006. We strongly encourage 
Congress to address and resolve all aspects of the Postal Service Civil Service 
Retirement System. 
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Relieve the Postal Service of the obligation to pay 

RETIREMENT BENEFITS OF POSTAL EMPLOYEES EARNED 
THROUGH MILITARY SERVICE 


We also believe that Congress should relieve the Postal Service of the 
obligation to fund the military service component of its CSRS retkees’ pension 
payments that was included as part of the Postal Civil Service Retirement 
System Funding Reform Act. As the majority of these costs relate to military 
service performed before the creation of the Postal Service and because this 
decision is inconsistent with every other federal agency, we agree with the 
Presidential Commission’s call to promptly return responsibility for this portion 
of retiree benefits to the Department of the Treasury. 

The Postal Service must identify innovative 

OPPORTUNITIES TO INCREASE VOLUME AND REVENUE 

The Postal Service needs greater flexibility to partner with business to increase 
volume and revenue. Capital One’s NSA is a prime example of the tjrpe of 
solutions that can be developed providing a benefit for everyone involved, the 
Postal Service, mailer and mailing industry. By creating innovative products 
and services and being allowed the flexibility to efficiently implement these 
products and services, the Postal Service can increase the value of their 
business and grow revenue. This is a win-win for the Postal Service and its 
customers. 


The Postal Service must rationalize its network 

The Postal Service should be encouraged to right size their network and 
ehminate redundancy and excess capacity. As stated in the commission’s 
report, “With mail volumes stagnant, with oppormnities to outsource and 
provide better service at less cost, and with less fixed infrasttucmre to maintain, 
the Postal Service has significant oppormnities to rein in the costs of its 
logistics network.” 
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The Postal Service must keep pace with technology 

In order to continue to support economic growth and ensure the American 
pillar of universal postal service, the Postal Service must take ownership of the 
technological advances that are needed to ensure the vitality of the Postal 
Service. Communications through faxing, harnessing of computer technology, 
online bill payments, and emailing are aH daily challenges to the Postal Service. 
The Postal Service faces significant constraints to the effective use of 
technology because of its (1) non-standard operating plans and processes; (2) 
weak basic information infrastmcture; and (3) limited investment capital. 
These constraints and challenges will only be effectively addressed through a 
more nimble and business oriented approach focused on the effective use of 
available resources to maximize the benefits to the Postal Service. 

Conclusion 

In conclusion, Mr. Chairman, Capital One and the Financial Services 
Roundtable would like to thank you. Ranking Member Davis, as well as 
Chairman Davis and Ranking Member Waxman for making postal reform a top 
priority for 2004. In light of President Bush’s recent call for action, the time 
has never been better for achieving meaningful reform. We fuUy support your 
approach to postal reform which adheres to the guiding principles set out by 
the President, and we strongly urge Congress to take quick action to abolish the 
CSRS escrow provision. We also support legislation that would relieve the 
Postal Service of the obligation to fund the military service component of its 
CSRS retirees’ pension, give Postal Service management more flexibility in 
negotiating NSAs, and allow the existing rate structure to be replaced by an 
incentive-based stmcture. 

The size and complexities of the Postal Service dictate that true reform will 
require a long-term view and patience. It is worth noting that it could provide 
a model or set a standard for improving other government functions providing 
for improved government services at lower costs for taxpayers. However, 
action is needed now to begin the process. As postal reform progresses. 
Capital One, the members of the Financial Services Roundtable and the 
members of the National Postal Policy Council look forward to continuing to 
work with the Committee to swiftly enact the reforms needed to sustain a 
viable Postal Service that can maintain affordable rates and efficient services. 
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Mr. McHugh. I thank the gentleman for being here, and thank 
him for his enlightening testimony, at a truly historic moment, con- 
gressionally speaking: your first appearance, as you noted, rep- 
resenting a company of very significant fiscal impact in both the 
Nation and the world. I guess you could describe it as a “What’s 
in your wallet?” company meeting a “What’s in your wallet?” Con- 
gress. [Laughter.] 

So if I could ask one question of each of the panelists. If you 
could list one or two, three at the outside, “must-haves” in terms 
of any piece of reform legislation, what one or two would you pick? 

Mr. Smith. 

Mr. Smith. I think, Mr. Chairman, the one thing that is impor- 
tant to get the legislation through and solve a lot of people’s fears 
about this is to have an appropriate firewall or appropriate control 
mechanism on the competitive product so the funds generated by 
the monopoly portion of the business don’t go in and distort a com- 
petitive market. I think the reason that people are so concerned 
about that is what has gone on in Europe. As I am sure you know, 
or most of the committee knows, the British, the French, the Ger- 
mans, and the Dutch all made the decision that they were going 
to permit their postal monopolies to take the funds from the mail- 
ers and the customers of that postal monopoly and to diversify into 
competitive markets. 

If you look at it from a purely return on investment standpoint, 
it is absolutely crazy. There is no rationale for it at all. You have 
taken 20 percent margin monopoly business cash-flows that really 
belong to those mailers or to the taxpayers of those countries and 
allowed managements to diversify sometimes in businesses that 
have a 1-percent margin that then has to compete against private 
industries on an unfavorable, unfair basis. So I think that is a key 
element of this and it is essential to have an appropriate mecha- 
nism if you are going to get the support necessary to pass the bill. 

Mr. McHugh. Thank you, sir. 

Ms. Moore. 

Ms. Moore. We would like to see the escrow provision released 
and CSRS addressed. I think the only thing in the Presidential 
Commission which was just excellent was that we would like the 
idea of a CPI cap passed by Congress, rather than left up to a regu- 
latory board. Then finally, we really do need service standards so 
that we have timely news magazines. We have to ensure that what 
we pay for really meets minimum service standards for all classes 
of mail. 

Mr. McHugh. Thank you very much. 

Mr. Critelli. 

Mr. Critelli. I am going to mention two things. One is on the 
broad theme of growing the mail, I think there needs to be a com- 
mitment to growing the mail and I believe pricing flexibility to en- 
able the Postal Service and the industry to grow and mailers to 
grow is very important. I also think that, consistent with the no- 
tion of partnerships, there really needs to be encouragement of 
more work with the private sector to produce the lowest-cost prod- 
uct at the best quality standards. 

Mr. McHugh. Thank you, sir. 

Mr. Davis. 
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Mr. William Davis. Yes, I will start off by echoing what you just 
heard. Smart partnerships in work-sharing areas are critical and 
they offer tremendous potential that is yet unrealized. 

Second, I believe that a comment I made earlier about optimizing 
the network on an ongoing basis. We have too many places in the 
wrong place. We need some places in other places. We have to get 
at that and provide the right kind of service, the kind of service 
that Ann and her counterparts demand, by optimizing our network. 

Finally, no business can be sustainable without growth. 

Mr. McHugh. Thank you, sir. 

Mr. Morris. 

Mr. Morris. Chairman McHugh, I think the post office is under 
siege today, and I think the forces that are upon it are likely to 
worsen than get more benign. As a result of that, I fear that any 
kind of one-off or piecemeal activity will not lead to the kind of 
long-term sustainable outcome we need. So I say to you that I 
think the Postal Service needs to become a business, and much 
more businesslike, in that it needs to have pricing flexibility and 
it needs to be able to build volume, and not just volume that is in 
the traditional first class area. It needs to focus in a mammoth way 
on quality and service delivery. It needs to build a capability 
around innovative and new products to different segments. That is 
a key part of building volume. It needs to focus on productivity, 
best practices, and looking to variablize its fixed cost structure. 
And last, it can only do that if it invests in people and technology. 

To me, the one thing that hits me like a hammer is the need to 
run the Postal Service like a business. I will add, at the end, I 
think that really focusing on the CSRS is necessary to provide the 
breathing room to enable this to occur. 

Mr. McHugh. Thank you, sir. Thank you all. 

Mr. Davis. 

Mr. Davis of Illinois. Thank you very much, Mr. Chairman. I 
certainly appreciate the testimony from each of you. 

I notice that the President’s Commission recommended that the 
Postal Service should meet the highest standards of corporate lead- 
ership, including a strong board of directors guided by the best 
business practices. We have talked about that a bit in terms of how 
do we move the Postal Service toward becoming, as some have de- 
scribed, a business. What are those best business practices that 
they may be talking about? Could we just each comment on that? 

Mr. Smith. Well, I think it starts with the corporate governance 
structure as you just mentioned, how the board is going to be ap- 
pointed and what the criteria are for their selection. But I think 
equally important is to give the Postal Service management the po- 
tential to run their operations like we all run our operations. You 
have to have incentives for managers or rank and file employees, 
for that matter, to produce certain results against business objec- 
tives, to improve productivity, and to develop new products and 
services. 

I think the Postal Service management has to be given the flexi- 
bility to configure their network to meet the demands of the mar- 
ketplace, rather than to meet some arbitrary criteria that is not 
market-driven. All of the things that have been mentioned here 
about partnerships and incentives and so forth to be more innova- 
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tive have to be inherent in the delegated authorities to the man- 
agement of the Postal Service. 

I think it is just those two things, and then of course you have 
the third, an unusual aspect, which is the mandated universal 
service from Congress, with the regulator having the power to set 
those rates or whatever the case may be. I think it is just that sim- 
ple and that straightforward. I do not think that it is impossible 
to do that at all. 

Mr. Critelli. If I may comment, financial transparency is one of 
the key governance practices that the Postal Service, like all other 
organizations, needs to follow. I would just mention a couple of 
items. One, I referred to mail with intelligence or intelligent mail. 
One of the advantages of the work that has been done by the Mail- 
ing Industry Task Force, and this particular work has been chaired 
by Charlie Bravo of the Postal Service, is to get better visibility 
and auditability of day-to-day postal operations, first to track the 
mail and track activities so we can get better costing. 

Second, and I think CSRS legislation can go to help correct this, 
what is the real cost of running the postal business? It is very dif- 
ficult to do that when you have costs imposed from outside the 
Postal Service that really do not relate to the real day-to-day cost 
of operating the business. So I think financial transparency is a 
theme that would be consistent with good governance today. 

Mr. Davis of Illinois. I think the penultimate answer could be 
a broader board of directors, make it more difficult or hamper best 
practices, meaning that the broader group of directors are us, the 
Congress and the general public in a real sense. 

Mr. William Davis. I would comment on that. Realistically, the 
answer is yes. I know who my boss is and it is 10 other directors 
and they are all independent outside directors. I think the thing 
that makes it work for us is that it is a very diversified group of 
people. I mean diversified by experience, the things they bring to 
the table that enhance my performance and capabilities. I do not 
see that in the postal process to the same degree. It is not as inti- 
mate in the postal process because of the scale and scope that you 
are describing. So I would say that is a problem. But I do believe 
that if you did increase the actual financial transparency, if we 
could look at a document every quarter for the Postal Service like 
we do for all of our companies, it would allow that board to be 
much more crisp in their dealings with management because they 
would be measured as a board on the performance of that company 
and the plans of that company, just like ours are. 

Mr. Davis of Virginia. Thank you very much. 

Mr. McHugh. I thank the gentleman. 

The gentlelady from Michigan? 

Ms. Miller. Thank you, Mr. Chairman. 

I think this question is to Mr. Critelli from Pitney Bowes. My 
family was in the marina business and I remember 35 years ago 
when we got our first Pitney Bowes meter and I just thought that 
was the coolest thing ever. That was my job to go down to the post 
office once a week and get that meter filled up and give the post- 
master a check and you get your little red ink and fill all that up. 
Now it seems so unbelievably antiquated, but it was great at the 
time. You talk about 35 years and what has changed. Could you 
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expand a little bit on what kind of technology is happening in your 
industry and how it is positively impacting? It has the potential to 
positively impact the postal services. You have talked about intel- 
ligent mail. Who has to do what to make I-mail a reality? 

Mr. Critelli. OK, first of all, I think the best benefit that we 
have provided in the last 25 years, and we really started in 1979 
when we launched postage-by-phone, was making postal services 
and postage purchases available 24/7. We talk a lot about retail ac- 
cess, but supplementing what needs to be done at a post office, 
which is something like mailing of packages, with giving the people 
the ability, both businesses and small home offices and consumers, 
access to postal services 24/7 is a major benefit. Today, that is 
available. 

Second, in conjunction with this whole move toward tracking and 
tracing of mail, being able to put variable data on every piece of 
mail. The example I always use is the business that today can 
track mail and know whether customers have paid their bills or 
whether a marketing piece has hit, so that they can coordinate 
other parts of a campaign. All of that is possible today. 

The Postal Service has invested heavily in,under the great work 
of Postmaster General Potter and his engineering and technology 
team, cameras that capture data and integrated data servers. They 
have done a great job in presenting that data through the “Con- 
firm” product to the mailing public so that people can actually 
track their mail pretty closely from origin to destination. That 
gives it a high degree of value. It is something that Fred Smith did 
years and years before the Postal Service and he really showed the 
way in the package delivery industry. Now it is possible to do that 
in the letter mail arena. 

As I said, in the fight against terror, being able to narrow the 
scope of the mail where we have to do the more sophisticated secu- 
rity screening would be of great help to the Postal Service and the 
public. All of us, even in the midst of the anthrax crisis, in the in- 
dustry were doing surveys and they showed that people trusted the 
mail that they got from an American Express or from another 
known mailer. They had difficulty trusting mail where they either 
did not recognize the return address or where there was no return 
address. Putting marks on mail helped narrow the scope of that 
anonymous mail and makes it easier to provide mail security. 

I could go on a lot longer, but I will just focus on those three ben- 
efits. 

Ms. Miller. Thank you. One more question to you as well, sir. 
You mentioned dynamic pricing. 

Mr. Critelli. Yes. 

Ms. Miller. And having the flexibility given to the Postal Serv- 
ice to be able to change pricing at a very quick rate, I suppose. 
Many of you have testified about how important it is as you are 
doing your business modeling to have a cap, to have predictability. 
I am just trying to understand what you are saying. If we were to 
give the Postal Service the ability to change prices very quickly, 
wouldn’t that negatively impact the private sector’s ability to do 
their modeling? 

Mr. Critelli. I think the private sector was talking about price 
increases. I think if you went to private sector companies and said. 
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“If you can get the mail in in August when it is a little lighter vol- 
ume, we will reduce your rates,” I think that would be very favor- 
ably received. 

I would say this would be equally true of consumers, as well as 
businesses. I know the greeting card industry has talked about a 
different rate for getting the greeting cards in before mid-Decem- 
ber. So the idea of giving the Postal Service seasonality, as I said, 
there is a lot of creativity in these other industries. The phone com- 
panies have adopted these weekend pricing plans and hotels have 
off-peak pricing. Why shouldn’t the Postal Service have the same 
ability to do promotional pricing to increase the volume of mail and 
increase the number of jobs in the Postal Service and in the indus- 
try. 

Ms. Miller. Thank you. Just one final question. Mr. Davis spoke 
about some of the worksharing agreements and you gave us a spe- 
cific example of an agreement that you have. It took you 18 
months, I think you said, to get a 3-year pilot program. Could you 
tell us, perhaps give us some specifics on why it was so hard for 
you to do so, and specifically what we need to perhaps include in 
a piece of legislation to allow flexibility for the Postal Service to not 
let that happen? 

Mr. William Davis. Thank you for that question. In fact, in 
order for us to do this, we had to go through a tremendous amount 
of documentation to demonstrate the expected benefits and costs 
and impact across a whole cycle of factors. It had to then be re- 
viewed extensively by the Board of Governors and Rate Commis- 
sion and so on and so forth. It is ironic because the net result of 
this, the Postal Service hates sacked mail. They love it if you can 
bulk stack it and have it bar-coded so that they can easily handle 
it when it comes into a bulk mailing center. What this does is take 
a bunch of magazines that are now packaged individually because 
they are individual titles, into sacks based upon final zip code sort- 
ing. It allows us to take an inter-mix, different titles of magazines, 
which of course is to the benefit of the mailer if they get a discount 
for this, on a skid, all bulk mail for certain delivery locations, take 
it right to the bulk mail center, and let them just move it right off- 
line into wherever they want. What has happened so far, we have 
been at this for now about 6 months, we are reducing the number 
of mail sacks by over 90 percent, over 90 percent in the test, and 
it is just a test. I cannot tell you the immense amount of money 
that we will save. 

The other thing we are doing, if you want to talk about helping 
the economy, is the small magazine companies now get to look like 
Time Inc. We can consolidate the mailings from 10 or 12 small re- 
gional publishers, mail them bulk collectively together where they 
go to the same address, and they can get the same treatment, han- 
dling and benefit in the postal system, and therefore cost produc- 
tion, as a large mailer. 

It is very frustrating that it is so hard to make something hap- 
pen that makes so much sense throughout the system. 

Ms. Miller. Thank you very much. We will certainly take that 
into consideration as we do our legislation. Thank you. 

Mr. McHugh. I thank the gentlelady. 

Mrs. Maloney. 
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Mrs. Maloney. Thank you very much. We certainly appreciate 
all of your testimony. All of you testified in support of postal re- 
form. What would happen to your business if you did not get it, 
say, in the next year? What would be the impact on your business, 
if any? 

Mr. William Davis. I would say that for our customers who are 
large and small catalogers, large and small business mailers like 
Capital One, and large and small magazine companies, it would be 
another significant rate increase and it would substantially de- 
crease their efforts to use the U.S. mail as part of their business 
model, and that is a fact. 

I have been in this printing industry for 7 years. I have watched 
the mix between our customers’ costs, we break it down, the paper 
costs, the printing and buying costs, and the mailing costs. It used 
to be a third, a third, a third. Right now, just in 7 years, I have 
watched it go to 50 percent postage and 50 percent print, paper 
and bind. So instead of 33 percent it is now 50 percent for postage. 
That is because in this tough economy and with all the improve- 
ments we have been forced to make in the paper industry and in 
the printing industry to meet their needs, we have reduced our 
prices while the Postal Service has had, I guess in that period of 
time, four increases. 

Mrs. Maloney. Since you mentioned Mr. Nigel Morris’ business 
and Ms. Ann Moore’s business, would you like to comment for your- 
selves? 

Mr. Morris. I would be really happy to. Thanks very much. 

We are in the business of measuring the cost to acquire a new 
customer. That is where the bulk of our first class mailing is de- 
ployed. In the event the prices go up, a calculus of a Capital One 
or any other major credit card issuer or mailer will say, “Now, is 
this a piece of mail that we still need to spend money on?” And if 
we do still need to go after the same customer, is this the best way 
to go after that customer? 

It is very clear that you can book credit card customers through 
three principal channels: over the mail, we talked about that; the 
Internet, e-mail; and via the telephone. We have seen the cost of 
telephone booking fall significantly as the cost of telephone time 
has fallen dramatically over the last few years. The cost of an e- 
mail, depending on how you measure it, is awfully close to nothing. 
An increase in the cost of sending out a piece of mail, no matter 
how well-targeted, if that goes up, the calculus would be to say, 
“Now, we need to shift some of our business away from mail vol- 
ume.” 

I think this is really an important thing to consider as we wres- 
tle with how quickly to try to tackle these reforms. Businesses are 
in the business to make profit. Their shareholders demand that of 
them. We are in the business of booking customers for the lowest 
possible price. If the price of one channel goes up, we will deploy 
more volume to other channels. That will mean that a price in- 
crease will in the end mean less volume. I think the impacts of that 
type of decisioning on the system that we have articulated is pretty 
catastrophic. 

Ms. Moore. It is similar. 
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Mrs. Maloney. I am also concerned about the number of maga- 
zines that folded in the district that I represent. What were the dy- 
namics involved with the decisions for some that had been around 
for 75 years or more? 

Ms. Moore. When postage costs rise, it is our single largest ex- 
pense item and we run around and examine every aspect of what 
else we can trim. A magazine can only shrink so small. You have 
probably seen most of your national magazines go down in size. We 
have a lot of thanks to give to the paper industry because they 
have done a marvelous job of developing lightweight papers to take 
the weight of magazines down until paper is almost transparent. 
We have cut back on direct mail, which reduces the mail volume. 
We encourage subscribers to pay by credit card so we do not have 
to bill you ever again and send out a first class bill. And then when 
all else fails, we raise our prices and disappoint most of our read- 
ers. 

In regard to the number of magazines folding, the economics of 
the magazine business has been just tough. In a soft economy when 
your advertising revenue stream is soft, these three price increases 
over 18 months really broke the back of some of the great brands 
in publishing. It prevents me from really giving a green light to a 
few new exciting ideas because of the uncertainty of what it costs 
to launch a new product and create new jobs. 

Mrs. Maloney. Would you like to comment, Mr. Critelli? What 
does your company do in response to the increasing prices of post- 
age? 

Mr. Critelli. It hits us in a lot of different ways. We are prob- 
ably less affected immediately than some of the other CEOs who 
are here affected. One of our growth areas has been the small busi- 
ness mailer. We have added 350,000 small businesses to our cus- 
tomer base in the last few years. We are up to 825,000. Our main 
pitch to these businesses is using the mail to grow their business 
and using our technology to help do that. When they are moving 
away from mail because mail prices have gone up at a double-digit 
rate, it hurts our ability to get that small business customer, and 
that is one of the most profitable parts of our business. It accounts 
today for about 16 percent of our total profit, our small business 
U.S. customer base. So that is an area that I think would be hit. 
Our enterprise customers shut down mail rooms. They shut down 
print centers. We lose employees and we lose revenues. Over the 
last few years, we have seen that hit harder, since particularly 
with the two big postal rate increases we were hit very hard in our 
management services billings. That is just beginning to come back 
now. 

Mrs. Maloney. You all mentioned that if they had an outside 
governing board that would give them ideas and work with them. 
I am sure they would be open to having ideas, but how would you 
make that happen? All of you would be great on it, but you prob- 
ably do not have time to do it. So you are recommending something 
that is very hard to implement, really. 

Mr. William Davis. I am not sure that is fair to say. I suspect 
that many of us, if not all of us, including on the next panel, al- 
ready do serve on at least one other public company board and that 
is exactly the role we play on those. So I am not sure that it would 
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be any more difficult to get qualified people with various executive 
experiences and marketing and operating experiences to serve on 
a properly structured board for the U.S. Postal Service than I have 
getting a new director for R.R. Donnelley. 

Mrs. Maloney. Would you be willing to serve on a properly con- 
structed advisory board for the Postal Service? 

Mr. William Davis. The answer is that I probably would. Yes, 
yes, properly constructed, yes. 

Mrs. Maloney. Would you, Mr. Morris? You created a business 
that is growing. The Postal Service could use some of your ideas. 

Mr. Morris. I would be more than happy to participate in any 
way I could add value. 

I think there are two issues going on here. One is an issue of 
governance and what is the best way of dealing with that. I think 
that is a lot about what you have heard about transparency, about 
accountability, and about hiring and firing capability from an inde- 
pendent, involved board. I think those are some of the characteris- 
tics that I have seen to be really effective in governance. The issue 
of ideas and innovation I think is extremely interesting as well. 

Mrs. Maloney. And technology, as you all emphasized. 

Mr. Morris. Yes. I think that you have within the Postal Service 
a huge asset, a reservoir of ideas, some of which are coming to the 
surface; some of which are not. I think there is a real investment 
that is necessary in people and training and people development 
around the skills that are necessary to compete. But I think there 
is no shortage of people in industry, and we are all here today be- 
cause we care very much about the success of the Postal Service. 
There is no shortage of people who are willing to support ideas and 
support the Postal Service in getting to where it needs to get be- 
cause we participate in that success. I am not going to speak for 
the other members of the panel here, but I for one would be more 
than happy to participate in any way where I could add any value. 

Mrs. Maloney. Thank you. My time has expired. Thank you. 

Mr. McHugh. You are welcome. 

Mrs. Blackburn. 

Mrs. Blackburn. Thank you, Mr. Chairman. 

I definitely want to say thank you to each of you for helping us 
as we look at the proper way to create a structure and environment 
in which the Postal Service can be viable and competitive and meet 
the needs that they are there for the public. 

Mr. Morris, one quick question for you, and then I have a couple 
of general questions that I would like for each of you to answer. 
Your negotiated service agreement, you mentioned the amount of 
time and energy that went into that. Last week when we had our 
hearing, we talked at length about the lack of an updated business 
model for the Postal Service, and the fact that this has gone 30 
years without attention, which is a shock to many of us that have 
come from the private sector, and the opportunities that exist for 
the Postal Service that we would like to see them take advantage 
of in creating a more businesslike model for their operations. 

My question to you is, in establishing your NSA, did you reach 
out to the Postal Service and initiate the contact or did they come 
to you and suggest? 
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Mr. Morris. I can’t definitively answer that because I was not 
there during the early engagements. I can find that out and I 
would be more than glad to get back to you on that in writing. 

Mrs. Blackburn. I would love to know that. 

Mr. Morris. Let me say this, though, about the NSAs, if I can. 
To us, it is a resounding success and I think it is a win for the 
Postal Service and it is a win for Capital One. I think there were 
a lot of well-meaning people at the post office who burned a lot of 
midnight oil making this happen and we are very grateful to them 
for that. We were hoping that our NSA would lead to a clear signal 
for many other companies to engage and to be able to pull off simi- 
lar arrangements, because I think there are palpable win-wins for 
everybody. 

Sadly, that has not happened. As I attempt to comment on that, 
I think one, a clear signal and unequivocal endorsement from Con- 
gress that says, “Postal Service, we not only would like you to do 
this, we need you to do this,” I think would be helpful within the 
ranks and apparatus of the Postal Service. 

Second, the post office I think needs to really work hard to 
streamline its processes to enable and to encourage these kinds of 
actions, and to be out there, as may be embedded in your question, 
to be actually out there marketing these kinds of arrangements, 
that say let’s create win-wins, and I think that we heard that from 
other panelists. I think we are a long way from that, but I think 
it is entirely possible in this huge value that could be created if we 
were able to do that. 

Mrs. Blackburn. Thank you, sir. 

I would like to have an answer from each of you on this. Last 
week, we talked some about the Postal Service expending over 80 
percent of its revenues on its labor costs, and looMng at its labor 
costs, with the need to bring this down. I would like to hear from 
each of you just an estimate, a very quick estimate, of what your 
company spends on labor. 

Mr. Smith, we will begin with you. 

Mr. Smith. I believe that our labor costs as a percentage of the 
whole are a little less than half. 

Mrs. Blackburn. Thank you, sir. 

Ms. Moore. 

Ms. Moore. That is a hard question. I would guess it has to be 
more than 50 percent, but I would have to check and submit it on 
the record. Certainly we are a labor-intensive business like the post 
office, because I do not own any equipment. I print all my maga- 
zines on Mr. Davis’ presses. So it is a lot of people. It has to be 
more than 50 percent, but I would have to check for you. 

Mrs. Blackburn. Thank you. 

Mr. Critelli. 

Mr. Critelli. We have two lines of business, product businesses 
where the number is relatively low, probably it is well below 50 
percent; and our management services business where it is up in 
the 55 to 60 percent range. Company-wide, it is a little bit over 40 
percent. 

Mrs. Blackburn. Thank you. 

Mr. Davis. 
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Mr. William Davis. Again, we also have two businesses, but the 
main commercial printing business, it is about 30 percent; in our 
services business, like our graphics, arts, pre-media development 
businesses it is north of 50 percent. The total is in the 30’s. 

Mr. Morris. Labor is a big component of Capital One’s business, 
but I think the last time I looked at it, it is a little less than half 
of our entire cost structure. 

Mrs. Blackburn. OK. Thank you very much. 

May I ask one closing question? 

Mr. McHugh. You may. 

Mrs. Blackburn. Mr. Chairman, that is fine. I will submit it in 
writing. 

Mr. McHugh. I would only say to the gentlelady we have a cou- 
ple more people and we do have another panel. 

Mrs. Blackburn. Yes. 

Mr. McHugh. If she could submit that in writing, that would be 
great. I thank her for her consideration. 

Mr. Schrock. 

Mr. Schrock. Thank you, Mr. Chairman. 

Thank you for being here today. I want to do a followup on some- 
thing Mrs. Miller asked, and that is about the price stability. Vir- 
tually everyone is asking for price stability and pricing flexibility, 
but how do we give the post office more ability to change their 
rates, but give the customers the predictability they need? And can 
it be based pretty much on an inflation-based cap? Let me ask Ms. 
Moore and Mr. Morris. 

Ms. Moore. I absolutely believe it is possible. It sounds con- 
tradictory, but if you are working with a cap, you can work under 
that cap. What is interesting about pricing flexibility that they cur- 
rently do not have is they do not have the ability to incent me to 
behave well. I should pay more if my direct mail piece cannot be 
sorted by a machine. I should be incented to do a lot of pre- 
palletization as we do at our printing press. Right now, for a vari- 
ety of factors, it bothers me that I, even being the largest pub- 
lisher, do not always prepare the mail in the most efficient way be- 
cause the current pricing inflexibility does require me to put my 
magazines in very inefficient sacks. So that flexibility to incent my 
behavior will really drive costs out of the post office. He ought to 
be able to do that under some sort of CPI cap. Right now, if he 
wants to raise his prices, it takes, like everything, more than a 
year and that is too long for a business in this century to be strong. 
So it is very doable. 

Mr. Schrock. Mr. Morris. 

Mr. Morris. Could I start by saying that I think a methodology 
that says we are going to raise prices by inflation is very 
challengeable as a methodology, and one that in the business world 
we would never endorse. I think there is a need for the Postal 
Service to really understand its cost structure at a much more 
granular level, by product, on a fully allocated basis, understanding 
the difference between fixed and variable costs. I believe there has 
been a lot of progress made over the last couple or 3 years in that 
space, but I think there is a long way to go. Armed with that, you 
then can say, “I understand what my costs are for this product and 
I can then look for this kind of margin on top of that product,” and 
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you can test to see if the market is willing to pay that price for that 
product. If the market is not willing to pay, it may he a business 
that you should not be in. If the market is willing to pay, then I 
think you have the chance of building something. Armed with that 
basic understanding of costs, you also have the ability to 
incentivize your partners, your customers, in ways to help you re- 
duce that cost and have them have the opportunity to share in the 
collective bounty that comes from that. Without understanding rig- 
orously your cost structure, you may be giving things away or you 
maybe not incentivizing enough. So that is I think a real core. 

I think second, there is a need to really embrace this notion of 
custom pricing around seasonality, as we heard a second ago, 
around promotions, and around the customer that you are dealing 
with. Are you dealing with somebody who is mailing a lot or a lit- 
tle? Are they mailing third class or first class? Have they been 
around for 10 years or 2 years? Can you return the mail by phys- 
ical means or by electronic means? There are enormous amounts 
of flexibility that one needs to embrace there. 

Last, from a governance perspective, I think a 1-year turnaround 
or longer through quite a Byzantine process does not enable one to 
be able to do those things effectively. So I think there is a need to 
embrace some sort of managerially oriented pricing committee with 
clear boundaries as to what is allowable and what is not in the 
public policy interest, but giving flexibility at the line of scrimmage 
to be able to make those calls. 

Mr. SCHROCK. Mr. Critelli, how can the postal system most effec- 
tively partner with the private mailing companies to lower costs 
and improve efficiency? 

Mr. Critelli. I will comment on one piece of it, which is the 
partnership we have established with the industry to automate and 
pre-sort mail. Over half of the mail stream today, or pretty close 
to half, I do not have the exact data, is automated in some way. 
Activities, in addition to sorting, are done by that. 

As an example, we put the payment evidencing on the mail to 
save the Postal Service from doing that. We cleanse and correct ad- 
dresses on the fly. We transport the mail so that it is downstream 
and it avoids steps in the postal process. But I think probably one 
of the bigger partners of the Postal Service would be in terms of 
a very effective partnership would be FedEx, so I would like to 
defer to Mr. Smith and have his comments on this issue as well. 

Mr. SCHROCK. Mr. Smith. 

Mr. Smith. It is really pretty simple about how you do these 
things in the broadest terms. That is, you simply need to take work 
out. Wherever that is possible, the management of the Postal Serv- 
ice ought to have the authority to quickly, decisively and coopera- 
tively develop win-win pricing for their business partners, whether 
it is a customer or a supplier, which is what we are. I think if you 
follow that very simple formula, then there will be all sorts of cre- 
ative things that the wonderful people in these organizations and 
the Postal Service, I mean, they have a very talented management 
team over there if they were given the flexibility to deal with these 
issues. 

Mr. ScHROCK. Yes, I agree. Just one final comment, we hear the 
term “universal mail service, universal mail service.” To me, “uni- 
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versal” means anything the traffic will bear, including the sale and 
mailing of used cars if they want to. Mr. Critelli, you came as close 
as I think it is, and you said in your summary here, the functions 
of the Postal Service are accepting, collecting, transporting, sorting, 
and delivering physical mail and packages, period, end of story. 
What do you think “universal mail service” is? Each of you? 

Mr. Smith. There is a long history on this, of course. 

Mr. SCHROCK. Give me the short answer, then. [Laughter.] 

Mr. Smith. I just wanted to preface that because you have to 
take the literally centuries-old concept of universal communications 
and the postal monopoly which is built around that, and separate 
that a bit from moving things. Now, that battleground as to what 
is a postal monopoly communication or a letter, and what is a thing 
the private sector can compete in has been the source of a lot of 
battlegrounds for a long time. 

Mr. ScHROCK. Right. It sure has. 

Mr. Smith. The practicality, though, has solved the issue. When 
you really look at what the Postal Service can do in its delivery 
system, and that is what dictates its capabilities, it really can han- 
dle things a couple of pounds or less. Now, if you want to stretch 
that to 4 pounds, 5 pounds, maybe, but beyond that they simply 
do not have the infrastructure to do it. In fact, when you get into 
vertical urban markets, they actually separate the smaller items 
and give those to the letter carriers, and have a separate delivery 
force for anything heavier. 

So the private sector is really predominant in above 2 and 4 
pounds, that general category, depending on whether it is urban or 
not, and below that is where the Postal Service has a tremendous 
density of deliveries, access to mail boxes and so forth. So whatever 
the universal service obligation, it really is down in that lighter 
weight area, publications, magazines, advertising, credit cards, 
things of that nature. 

Mr. SCHROCK. Right. Thanks. 

Ms. Moore. I thought that the Presidential Commission defined 
it well. What it means, the universal service obligation, what it 
means to me is very reliable, affordable delivery to every household 
of mail and small parcels and small objects. What I would really 
like to see is for the post office management to be relieved of the 
burden of trying to get into other businesses. They should stay very 
focused and do it very well. 

Mr. ScHROCK. Bingo. Yes. 

Mr. Critelli. I would agree with the last comment that Ann 
Moore made, which is the comment about focusing on the core busi- 
ness. What we have seen overseas are post offices getting into elec- 
tronic mail, electronic bill presentments, certificate authority, and 
a lot of other businesses that they don’t really have the core com- 
petencies to excel in, and they have stifled private sector and other 
innovation in those businesses in that process. Focusing on what 
they do best and giving them the freedom in the area of the monop- 
oly to experiment for public benefit is what I believe this is all 
about, and growing mail as a vital communications medium. 

Mr. William Davis. I concur. I think by “universal mail service,” 
it means service to everybody on a periodic basis. Regarding what 
we deliver through the USPS, it is the stuff we do deliver today. 
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I agree with Mr. Smith that parcels over 4 or 5 pounds make no 
sense. As a matter of fact, let the record show, the USPS only de- 
livers, this is I think 2-year old data, IV 2 year-old data, only deliv- 
ers to the home 29 percent of the parcels that are delivered to the 
home, and in total only 11 percent of the parcels. So there is plenty 
of competition out there because of their own limitations. 

Mr. SCHROCK. Thank you. 

Mr. Morris. 

Mr. Morris. I have nothing to add. 

Mr. SCHROCK. OK. Thank you all. 

Thank you, Mr. Chairman. 

Mr. McHugh. I thank the gentleman. 

We have one more questioner, a very distinguished member of 
both the full committee and the panel. I would remind the panel, 
you have a very important meeting that began 2 minutes ago. So 
with that, I would defer to the gentleman from Missouri. 

Mr. Clay. I thank you for yielding, Mr. Chairman, and I thank 
the panel for being here, sharing their time and their observations 
on this important subject. 

Let me start with Mr. Smith. I like to expedite things, so let’s 
start with FedEx. The Postal Service is not a government entity, 
but it also is not a private entity. Instead, a number of special laws 
govern its operations, such as a statutorily mandated rate-setting 
process and a requirement that the Postal Service break even. 
What are some of the biggest handicaps the Postal Service faces 
that we need to change? 

Mr. Smith. I think you need to have the regulator dictate the 
universal service obligation that you decide is appropriate, and 
have then the Postal Service management delegated the flexibility 
to manage against that obligation in whatever way they see fit. 
And then in those sectors which are competitive, the regulator 
should simply ensure that there is no cross-subsidization and that 
there is a cap on the pricing in the competitive arena or an appro- 
priate mechanism to see that funds do not flow from the monopoly 
business over to the competitive business. Those are the two essen- 
tial features of whatever you do or ought to be in our opinion. 

Mr. Clay. One part of the business subsidizes the other one, is 
what you are saying. 

Mr. Smith. No, it should not be permitted to subsidize the other. 
That is the point. It gets back to this focus, because at the end of 
the day, there is no entity that can really provide universal service 
for these smaller items other than the Postal Service, at an afford- 
able price. 

Mr. Clay. Thank you, Mr. Smith. 

Just out of curiosity, is there any truth to the folklore that you 
got the concept of FedEx by trying to overnight a term paper to a 
professor? 

Mr. Smith. I think where people talk about it, they laugh about 
the fact that I got a C grade on that paper, and since I have taken 
the oath here, I must inform you that was an extremely good grade 
for me, and I was very happy with it. [Laughter.] 

Mr. Clay. Thank you for that comment. 
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Ms. Moore, you indicated that the current business model of the 
Postal Service is not sustainable. Would you explain your reasoning 
on that statement? 

Ms. Moore. That is just because the volume continues to plum- 
met downward. I will admit that in the early 1990’s, we could see 
this coming. We did, you know, form with several other companies 
an alternative to the post office. We tested alternate delivery with 
a company called Publishers Express, and we actually delivered 
magazines and catalogs, starting in the State of Georgia, to about 
32 cities throughout the country. We proved to ourselves that you 
could run a business. We did actually break even in 1 month, I 
think, but we closed the business in 1996 because it was clear that 
the sustainable business was only to upscale zip codes in America, 
which happened to be where most magazines are delivered, and it 
did not seem good for the country that we, a big client, would leave 
and develop such an exclusive business. But I think that experi- 
ment in the early 1990’s proved, at least in my mind, that this is 
very doable to stop this volume decline and these runaway costs, 
if we just practice good business. 

Mr. Clay. Thank you for that answer. 

Mr. Critelli, your statement indicated that the Postal Service 
mission needs clarification to be accomplished. Do you feel that 
there is ambiguity in the current mission statement? 

Mr. Critelli. Yes, I do. Congressman Clay. I think the Postal 
Service, especially if you go back into the 1990’s, tested the limits 
of the mission statement by moving into several, what I think all 
of us would say, would be non-core businesses, and did not succeed 
at those businesses, but felt it had the freedom to do that, and did 
not have, I think, a clear direction that its mission is to make mail 
as affordable as possible. 

I would agree with Ms. Moore’s comment. Again, I would reit- 
erate her comment about focus. The Postal Service is the best at 
delivering magazines. If it came to the conclusion that it could pro- 
mote more magazine publications by lowering its rates, as opposed 
to being locked into this death spiral that lower volumes mean 
higher rates, I think that would be for the public good. I think the 
Postal Service needs to get clarity that it is OK to do that. I don’t 
think it believes today that it can do that. I think it is very locked 
into when its costs go up and its volumes go down, it has to do the 
counter-intuitive thing, which is to raise prices to cover the costs, 
rather than figuring out how to grow the volumes to cover those 
costs. 

Mr. Clay. OK. Thank you for that answer. 

Mr. Davis, in your testimony you talk about the importance of 
service performance standards. One thing about the Postal Service 
that somebody said, it is a 200 year-old tradition. People look for- 
ward to receiving their mail on a daily basis. It is still a pretty 
good bargain at 37 cents for first class mail. Would you care to 
elaborate on the idea of what kind of performance standards? 

Mr. William Davis. My concept on performance standards in 
any business in any organization is that, frankly, if you cannot 
measure and do not measure something, you will not do what you 
should do. I believe that in anything that is important for the Post- 
al Service, they ought to establish metrics and they ought to hold 
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themselves accountable for it. That is one of the roles that my con- 
cept that the board would have. 

Mr. Clay. OK. Mr. Morris, please explain why the Postal Service 
should only be allowed to focus on its core competency, which is 
universal service. Shouldn’t the Postal Service look for additional 
innovative revenue enhancement opportunities? Let me just hear 
your thoughts on that, please. 

Mr. Morris. Thank you. Congressman Clay. 

I do believe that there is a significant opportunity for the Postal 
Service to be much more innovative and ingenious in terms of its 
business model. I do, however, on the other hand believe that there 
is a need for disciplined focus around where there is a core com- 
petitive advantage, using business-speak. I think it is perfectly rea- 
sonable to recognize that you are good at some things and you are 
not good at others. In recognizing that you are not good at some 
things, you are willing therefore to be able to form partnerships 
with others who can do that better than you and you manage those 
vendor relationships. Everybody on this panel is doing that, and I 
think the Postal Service could look at that, too. 

In terms of exactly what businesses the Postal Service should be 
in and which ones they should not be in, I do not feel qualified to 
specifically articulate. I would say that the Postal Service does 
have some tremendous core assets. As you mentioned, it has the 
universality of delivery, it has the last mile, and it has an incred- 
ible brand. I think those are very valuable things to build around. 
It also has relationships with just about every corporation in Amer- 
ica. 

So I think that there is an opportunity to take a step back in a 
disciplined innovation process to look at what things might be able 
to work and which ones might not, and be willing to experiment, 
rather than invest everything in big-bang ideas. I think there is a 
lot of learning and a lot of development here, and a long way to 
go. 

Mr. Clay. Thank you for your answer. I thank the entire panel 
for their answers. 

Thank you, Mr. Chairman. 

Mr. McHugh. I thank the gentleman. 

Lady and gentlemen, thank you so much for your patience over 
2V2 hours. As I said, I know you have another meeting to go to. 
I deeply appreciate your effort to be here and your contributions. 
We look forward to working with you. God bless you. 

While they are moving on, let’s call the second panel. 

If I could call us back to order. It is my honor to introduce our 
second panel. Let me start by thanking them for their patience. I 
mentioned how the first panel devoted 2V2 hours. The second panel 
has devoted 2V2 hours and has not had the opportunity until now 
to appear and to testify. So thank you so much for that. 

As was the case in the first panel, we are very honored to have 
a very distinguished second panel. If I may introduce them as they 
are listed here: Mr. Lester Hess, chairman. Grand Lodge Advisory 
Committee, Benevolent and Protective Order of Elks, or as I know 
it, the Elks Club, thank you so much for being here; Hamilton 
Davison, who is chief executive officer of Paramount Cards, Inc.; 
Rebecca Jewett, president and chief executive officer. Norm Thomp- 
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son Outfitters, Inc.; and Mr. Gary Mulloy, chairman and chief exec- 
utive officer of ADVO. Our most heartfelt thanks and congratula- 
tions for your interest and for being here today. 

As I noted on the first panel, we do have your written state- 
ments, and without objection those will be entered into the record 
in their entirety. As we did request for the first panel, to the extent 
possible if you could summarize those comments so that we could 
get right to the dialog, it would be greatly appreciated. 

Welcome, and with that I would ask you to present your testi- 
mony in the order in which we introduced you. 

Mr. Hess. 

Mr. Hess. Thank you, Mr. Chairman. 

Mr. McHugh. You know what? I deeply apologize. It is abso- 
lutely nothing personal, but committee rules provide that we do 
have to swear you in. So if you will stand and swear with me. 

[Witnesses sworn.] 

Mr. McHugh. It has been a long day. I knew they would tell the 
truth anyway, but parliamentarians are sticklers. The record will 
show all four panelists responded to the affirmation in the positive. 
With that, again my apologies Mr. Hess, our attention is yours, sir. 

STATEMENTS OF LESTER HESS, CHAIRMAN, GRAND LODGE 

ADVISORY COMMITTEE, BENEVOLENT AND PROTECTIVE 

ORDER OF ELKS; HAMILTON DAVISON, CHIEF EXECUTIVE 

OFFICER, PARAMOUNT CARDS, INC.; REBECCA JEWETT, 

PRESIDENT AND CHIEF EXECUTIVE OFFICER, NORM 

THOMPSON OUTFITTERS, INC.; AND GARY MULLOY, CHAIR- 
MAN AND CHIEF EXECUTIVE OFFICER, ADVO, INC. 

Mr. Hess. Thank you, Mr. Chairman. 

I am chairman of the past national presidents of the Elks of 
America. The Elks are a nonprofit fraternal organization of slightly 
more than 1 million men and women. We service more than 2,200 
communities located in every State across the Nation. 

For 136 years, the Elks have promoted charitable and patriotic 
programs in all the communities where we are located. As an ex- 
ample, volunteers from the Elks visit the patients in every one of 
this Nation’s 163 Veterans’ Administration medical centers every 
month throughout the year. They hand out phone cards. They do 
things like give canteen coupons away, personal hygiene items. 
They conduct parties, and from time to time they invite many of 
these hospitalized veterans to events such as Thanksgiving dinners 
at Elks facilities. 

Last year, a national survey showed that more than $200 million 
were earmarked for Elks charities in terms of both cash and the 
value of service contributions. The Elks are only one of several 
hundred members of the Direct Marketing Association nonprofit 
federation. I wish to thank the committee for giving me the oppor- 
tunity to speak on their behalf regarding our views of the future 
of the Postal Service in light of the President’s recently announced 
principles. 

The nonprofit community is vital to the well-being of our Nation. 
Indeed, these nonprofit organizations are woven into the very fab- 
ric of American life. To a large extent, they depend upon the U.S. 
mail, particularly nonprofit standard and periodical mail, for their 
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existence. The Elks recently used the U.S. mail to get donations 
from their members totaling more than $1 million for the World 
War II memorial that is going to be dedicated here in May. 

That is why we in the nonprofit world are vitally concerned with 
your efforts to shape postal reform. Since 1970, nonprofit mailers 
have seen an escalation in rates which at times has caused us to 
think about cutbacks in our charitable programs and our services. 
Since 1970, postal rates for nonprofits have increased more than 
1,600 percent for periodicals. Commercial periodicals increased 558 
percent during the same period. 

The cost for us to mail more than 1 million copies of the Elks 
Magazine each month has increased nearly three times the in- 
crease for commercial publishers. Although nonprofit postage is 
now fixed at a discount to the commercial rate, and we do not ex- 
pect the gap to widen, we do recognize the need for postal reform 
that will allow for rate increases, but not a pure unlimited pass- 
through of costs to rate-payers. We simply seek a measure of stabil- 
ity for our rates. We would encourage you to establish some form 
of indexing so that, for example, a rate increase could not exceed 
the rate of inflation unless truly extraordinary circumstances ex- 
isted. Otherwise, the nonprofits of this country are going to be im- 
pacted in their ability to continue doing their good deeds. 

There is the immediate crisis I want to briefly address, and that 
is the escrow fund issue. We agree that money could more properly 
be used for operational expense and to reduce debt. That translates 
into an increase in postal rates for us if the escrow is left in, that 
could be in the double-digits by 2006. The Elks and other non- 
profits simply cannot absorb double-digit increases without looking 
to cut some services. For the Elks alone, double-digit increases 
would cause us to reexamine a number of our charitable programs 
such as summer camps for children who are financially disadvan- 
taged or have physical disabilities, to say nothing of the volunteer 
work that we do at the VA facilities. 

In addition to the need to revisit the escrow requirement in the 
2003 law, we also agree that the military pension issue ought to 
be revisited. If this responsibility is transferred back to the tax- 
payers as it was before via the Department of the Treasury, the im- 
pact of postal rates on us is obviously going to be less severe. 

Finally, I want to stress that the Elks, as well as all of the others 
like us in the Direct Marketing Association Nonprofit Federation, 
will continue our good works in support of government, regardless 
of the direction of postal reform. If you call on us, we will be there. 
However, you can help us perpetuate our charitable work by adopt- 
ing appropriate and fair postal reform. 

Thank you. 

[The prepared statement of Mr. Hess follows:] 
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21 

22 I am Lester C. Hess, Jr., Chairman of the Elks Grand Lodge 

23 Advisory Committee and Past National President of the Elks, 

24 known in total as the Benevolent and Protective Order of Elks 

25 of the United States of America. I am also a Trustee of the 

26 Elks National Foundation and serve as the State Sponsor of 

27 Kentucky, Virginia, and West Virginia Elks. 

28 

29 The Elks are a nonprofit fraternal organization of 1.1 

30 million women and men who serve more than 2,200 communities 

31 across the nation. Its headquarters are located in Chicago. 

32 For 136 years, the Elks have pursued this mission: to in- 

33 culcate the principles of charity, justice, brotherly love, and 

34 fidelity; to promote the welfare and enhance the happiness of 

35 mankind; to quicken the spirit of American patriotism. In 

36 2003, a survey of Elks activities identified more than $200 

37 million annually that had been allocated for charitable, 

38 educational, welfare, and patriotic programs in terms of both 

39 cash and value of service contributions . Cumulatively this 

40 amounts to over $3.5 billion since tracking began in 1878. 

41 

42 In addition to my commitment to the Elks, I am active in 

43 the work of other nonprofit organizations. I have served as 


44 President of the Board of Governors of the Alumni Association 
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45 of the West Virginia College of Law. For 32 years, I have been 

46 a member of the Board of Trustees of the Ohio County, West 

47 Virginia, Public Library, and for the last ten years, I have 

48 chaired that board. 

49 

50 I was a founder and chaired the Board of Directors of Big 
5! Brothers-Big Sisters of Wheeling, Inc., in Wheeling, West 

52 Virginia. I am a member of the Vance Memorial Presbyterian 

53 Church also in Wheeling. 

54 

55 Our organization is a member of the Direct Marketing 

56 Association Nonprofit Federation ("DMANF") , which represents a 

57 broad cross-section of the nonprofit community eligible to mail 

58 at the nonprofit mail rate. 

59 

60 I wish to thank the Committee for giving me the 

61 opportunity to provide our perspective on the future course of 

62 the Postal Service in light of the President's Commission on 

63 the Postal Service's recommendations and the President's 

64 recently stated objectives for postal reform. 

65 

66 Over the past thirty-four years nonprofit mailers have 

67 experienced a sporadic escalation in rates which forces the 

68 choice of cutting-back charitable programs and services. We 
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69 encourage reform that will allow rate increases, but not an 

70 unlimited pass-through of cost to rate payers; instead, reform 

71 focusing on a balanced, managed approach to provide service and 

72 value. It is important to note that nonprofit mailers have 

73 paid their own way and have contributed to the Postal Service's 

74 overhead without receiving any Congressional subsidy since 

75 1998. 

76 

77 We agree with the United States Postmaster General's 

78 assessment in his earlier testimony that productivity 

79 improvements of the last few years, coupled with reduced 

80 pension payments resulting from recent legislation, have masked 

81 the need for legislation. The general public is largely unaware 

82 of the potential death spiral of the Postal Service due to its 

83 declining volume and its increasing costs. But we know through 

84 our own experience that the time for change is today, before a 

85 crisis forces our hand. 

86 

87 

88 Overview of the DMA Nonprofit Federation 

89 

90 The Nonprofit Federation's more than 350 members consist 

91 of nonprofit religious, educational, and charitable 
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92 organizations and professional fund raising consultants with 

93 particular expertise in direct response fund raising. 

94 

95 The nonprofit mailers that make up the DMANF 

96 membership are a broad cross section of the more than 200,000 

97 nonprofits that are authorized to mail at Che nonprofit rates 

98 of postage. 

99 

100 Altogether, Nonprofit Standard-class mailers account for 

101 about 14.5 billion or 7.2% percent of total mail volume, often 

102 in the form of fundraising mail, educational material, 

103 newsletters and event promotions. Nonprofit Periodicals like 

104 The Elks Magazine amount to about 2 billion pieces or 1.0% of 

105 total annual mail volume. 

106 

107 The Federation membership consists of very large national 

108 organizations whose names are household words; smaller but 

109 still good-sized nonprofits with a high level of name rec- 

110 ognition nationwide; and medium-sized, small, and local 

111 nonprofit organizations, even individual churches and 

112 synagogues. 

113 

114 The nonprofit community that the DMANF represents is vita: 

115 to the well being of this nation both at this very moment and 
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16 in the future . These organizations are committed to provide 

17 safety net of social and spiritual services, to support 

18 education, and foster the arts and science without any 

19 government funding or in the face of government cutbacks. 

20 

.21 The United States Mail, particularly Nonprofit Standard 

,22 and Periodicals Mail, is the lifeblood of these organizations. 
;23 Nonprofits use the mail to solicit contributions from members, 

124 the public, disseminate news and information, and communicate 

125 with donors, members, and the public at large. 

126 

[27 Nonprofit mail rates also assisted charities, churches, 

128 colleges and universities to fill the gap left by shortfalls in 

129 federal and state funding for social programs and education. 

130 The federal government is now counting on this Nation's 

131 nonprofit community to step-up again as national priorities 

132 focus on security at home and abroad. Americans will be left 

133 without vital services unless the longstanding federal policy 

134 of affordable mail rates is preserved for nonprofits with 

135 missions that benefit the public good. It is for this primary 

136 reason that we respectfully submit the following comments. 

137 


138 
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138 Postal Reform; Key Elementa 

139 

140 The problems posed by the Postal Service for this 

141 Nation's nonprofit service-oriented community requires both 

142 long-term reform and immediate action. 

143 

144 I commend this Special Panel and the leadership of the 

145 full Committee on Government Reform in the House of 

146 Representatives for its decision to hold hearings on the 

147 recommendations of the President's Commission on the U.S. 

148 Postal Service and the President's principles of reform. 

149 

150 In addition to the President's guiding principles for 

151 reform, we would add the following: 

152 

153 Rate increases alone will not be sufficient to preserve 

154 universal service and prevent deterioration of service--let 

155 alone improve the reliability of service. 

156 

157 Since 1970 , postal rates have been set to cover the direct 

158 cost to process each class of mail and the Postal Service's 

159 overhead costs. Postal management is constantly trying to 

160 improve its methods to make sure that it collects good cost 
data and allocates its costs correctly by class of mail. 


161 
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163 Since 1970, postage increases have been enormous for 

164 the nonprofit community (See Attachments A & B) . The Elks use 

165 the nonprofit mail rate to communicate with members through The 

166 Elks Magazine, the central vehicle to connect the membership on 

167 a national basis; to make local Elks Lodges aware of charitable 

168 and patriotic activities at Lodges just like theirs around the 

169 nation; and to join us together in love for this country 

170 regardless of our regional differences. 

171 

172 For the past 34 years, the Elks Magazine has had to cope 

173 with cumulative postage increases in excess of 1,S00 percent. 

174 In contrast, single piece First Class postage increased about 

175 SIS percent during that same period, and commercial 

176 publications only 558 percent in postage increases. Thus, the 

177 Elks magazine postage has increased more than three times 

178 higher than First Class Mail and more than twice as high as 

179 commercial publishers. Much of the reason for the increase was 
ISO a shift from federal appropriations for revenue foregone to 

181 mailers, mostly nonprofits, with some impact on commercial 

182 mailers as well. This increase has been dramatic and stark 

183 compared to normal increases in costs for other essential needs 

184 of our organization over this same time period. 

185 
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186 As we view this past history, we remain cautious in our 

187 approach to reforming the United States Postal Service. We urge 

188 that as Congress moves forward in reform and considers capping 

189 rates for our type of mail, a serious examination of the price 

190 cap proposal occur. 

191 

192 Congress needs to ensure that if rates are capped for 

193 nonprofit mail that they remain capped. Rates should not 

194 continue to increase because of new conditions without a 

195 significant process of review or challenge by impacted mailers 

196 as with current rate proceedings . 

197 

198 We expect the Postal Service will aggressively seek rates 

199 beyond a cap limit for those rate categories they have proposed 

200 accelerated rates in the past, namely Nonprofit Periodicals, as 

201 their priorities shift and economic realities tempt the Service 

202 to raise rates rather than take other steps. 

203 

204 We seek certainty and stability for our rates with the 

205 same expectation as other types of mailers who champion reform. 

206 We urge Congress to ensure there is no hidden escape hatch for 

207 the Postal Service after rates are capped that would lead to 

208 rate shock for nonprofit mailers and would weaken the price caj 


209 


scheme . 
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210 

211 No one would disagree that affordable postal rates for 

212 charities is a core reason for today' s mission of the Postal 

213 Service as captured in its universal service mandate. 

214 

215 As Congress moves forward with important reforms that 

216 impact universal service, we need to be wary of potential 

217 consequences for our organizations. 

218 

219 No doubt, rate increases produce deleterious consequences. 

220 Suffice it point out that at any given rate of increase, some 

221 mail will be priced out of the system. Volume declines beget 

222 new postage rate increases which perpetuate the so-called 

223 "death spiral." We urge the Committee to act now so that the 

224 Elks mail and other nonprofit mailers are not swept into the 

225 death spiral . 

226 

227 In fact, the General Accounting Office has reported that 

228 it will take much more than raising postal rates even higher ii 

229 order to set the Postal Service on a sound economic foundation 

230 for the long run: 

231 

232 In order to achieve net cost savings, the Service's 

233 cost-cutting efforts must currently offset billions 
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234 of dollars in annual cost increases for general wage 

235 increases, cost-of-living adjustments, and rising 

236 benefits costs, particularly in health insurance pre- 

237 miums, as well as infrastmcture and workforce 

238 costs associated with having to deliver mail to 

239 over 1.5 million new addresses every year. 

240 Thus, maintaining the quality and affordability 

241 of postal services would likely require dramatic 

242 improvement in the Service's efficiency. In order 

243 to do so, the Service will need to become a much 

244 leaner and more flexible organization and right size 

245 its processing and retail networks and its workforce. 

246 

247 Statement of David M. Walker, Comptroller General of the United 

248 States, United States General Accounting Office, January 28, 

249 2 0 0 4, at page 8. 

250 

251 If higher rates are the predominant means to address the 

252 economic and financial problems that plague the Postal Service, 

253 then the rate of those increases will have to be very steep. 

254 The ripple effects of successive rounds of staggering postal 

255 rate increases will be very destabilizing to the economy. 


256 
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257 In the last twenty years, postal management has relied 

258 increasingly on substitution of automation for labor. This has 

259 been a very expensive strategy for flats. One may debate 

260 whether their strategy has resulted in net cost savings--it has 

261 succeeded for letters, but failed for flats. There is 

262 agreement, however, that relying predominantly on rate 

263 increases to raise sufficient revenue to pay for a continuatioi 

264 of that strategy and to pay for the Postal Service's other 

265 costs is a bankrupt approach. 

266 

267 True productivity means to eliminate the cause of loss ant 

268 waste--that is improving the reliability of service- -without 

269 new capital investment . To achieve such productivity will 

270 require top postal management to solicit its employees at ever; 

271 level in order to identify those places in the system that 

272 cause waste and loss . Only top management has jurisdiction 

273 over the system . That's why top management and labor must wor] 

274 together if the Postal Service is to improve productivity 

275 without investing new capital, 

276 

277 It is imperative that management achieves productivity 

278 without new capital in order to achieve the objectives of 

279 postal reform. Otherwise the Postal Service will continue on 
its present course--raising rates to cover ever-rising costs 


280 
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281 and new capital investment with the concomitant effect to price 

282 more and more mail out of the postal medium. 

283 

284 Only Congressional Action Now Will Prevent 

285 Destabilization in 2006 

286 

287 In addition to the need for broad and deep postal reform, 

288 there is an immediate rate crisis close at hand that could 

289 raise rates by double digits for nonprofit organizations. 

290 

291 Postage increases will become a destabilizing economic 

292 force at the beginning of 2006 unless Congress acts now to 

293 address the unforeseen impact of two provisions in P.L. 108-18, 

294 the Postal Civil Service Retirement System Funding Reform Act 

295 of 2003. The magnitude of the rate inpact and the urgent need 

296 for action immediately needs your attention. 

297 

298 Top postal management has apprised mailers throughout 2003 

299 that it will need to boost postal revenue by early 2006. As a 

300 result, postal economists will begin this spring or early 
s^^nier to prepare the filing that will initiate the next postal 

302 rate case in fall of 2004. 
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304 , Fall 2004 to January 2006 is barely sufficient to conduct 

305 the ten-month trial-like rate proceeding and also afford time 

306 for the Board of Governors to act on the Postal Rate 

307 Commission's recommended decision in the rate case. 

308 

309 Thus, unless Congress mitigates the increased postage 

310 impact that P.L. 108-18 will have on the rate proposal the DSPi 

311 is preparing to file this year, the result will be double-digit 

312 rate increases for my organization and charities across the 

313 nation. 

314 

313 We cannot absorb such increases without cutting services 

316 to Elks' state-wide charitable programs such as summer camps 

317 for children who are financially disadvantaged or with 

318 disabilities; in-home disability treatment; children's 

319 hospitals; cancer research; eye care; temporary haven for 

320 abused families; local, state and national disaster relief; 

321 community recognition programs; and Elks national youth 

322 programs like "Hoop Shoot" or "Soccer Shoot;" scholarships; 

323 drug awareness literature; and veterans service programs. 

324 

325 
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325 The Magnitude of the Prospective Increase 

326 

327 Beginning in FY2006, P.L. 108-18 requires the Postal 

328 Service to establish and fund an escrow account to hold the 

329 difference between the amount of money that the old postal 

330 civil service retirement formula would have generated and the 

331 new formula set forth in P.L. 108-18. 

332 

333 Unless Congress acts very soon, postal management will 

334 request a postage increase that averages 5 . 4 percent higher 

335 than it othejrwise would need in order to fund the mandated 

336 escrow fund beginning in 2006. 

337 

338 The 5 . 4 percent would come on top of whatever increase 

339 postal economists estimate will be needed in order to pay for 

340 the higher operating expenses of the Postal Service since the 

341 last postal rate increase in 2002. Thus, if postal economists 

342 were to determine that postal operations require a modest 

343 increase in postal revenue, say two to four percent, then the 

344 5.4 percent increase would approximate a double-digit increase 

345 

346 If postal economists determine that the Postal Service ha: 

347 been spending at an even faster pace, say five to ten percent, 

348 since the last rate increase, then the combined postage 
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349 increase management requests would average ten to fifteen 

350 percent. As unconscionable as that may sound, it is plausible. 

351 

352 The average add-on increase of 5.4 percent in postage in 

353 2006 will be even greater depending on resolution of a separate 

354 issue: Who pays for certain federal military retirement costs 

355 --all taxpayers or only mailers? 

356 

357 P.L. 108-18 also transferred responsibility to the Postal 

358 Service to pay for the retirement benefits of postal employees 

359 earned through military service. Previously, Congress assignee 

360 this responsibility to the Department of the Treasury, that is, 

361 to all taxpayers . 

362 

363 Destabilizing Impact of A Double-Digit Increase in Postage 

364 

365 For most mailers, postage is the single largest expense 

366 item when it comes to direct mail marketing and publishing. 

367 Thus, it is difficult for most mailers to absorb a double-digit 

368 increase in postage. 

369 

370 A double-digit increase in postage is particularly 

371 devastating for nonprofit organizations. Nonprofit mail rates 

372 are the lifeblood of organizations that provide safety net 
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373 services, support education, and foster the arts without 

374 government funding and in the face of government cutbacks 

375 particularly severe this year because of declining budgets. 

376 

377 As mentioned above, nonprofits use the mail to solicit 

378 contributions from the public, disseminate news and 

379 information, and communicate with donors, supporters, and the 

380 public at large from public health information to results of 

381 scientific studies. Despite widespread use of the Internet, we 

382 find there simply isn't alternative technology to accomplish 

383 these vital functions as effectively for charities. 

384 

385 Mailers that sell goods and services may be able to offset 

386 some of the postage increase by raising the price of the goods 

387 or services they sell through the mail. Nonprofits, however, 

388 do not sell goods or services and have no way to absorb 

389 increases without great harm. 

390 

391 The only way that nonprofits can respond to higher postal 

392 rates is to mail fewer solicitation appeals, cut back service, 

393 curtail new programs, and reduce staff. To permit double digi' 

394 increases now would result in an enormous loss of social 

395 programs that provide services not performed by government . 


396 
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397 Conclusion 

398 As you look ahead to chart the future course of the Postal 

399 Service, you must look back. 

400 

401 For decades Congress has recognized that affordable 

402 nonprofit mail rates and good works that nonprofits perform in 

403 the public interest go hand in hand. To allow nonprofit mail 

404 rates to rise at a double-digit rate would erode the ability of 

405 nonprofits to perform good works for which there isn't any 

406 substitute provider. That's an important reason why nonprofit 

407 mail rates have historically been a good investment for the 

408 Nation as a whole. 

409 

410 You can be certain that the Elks will continue our good 

411 works in support of government regardless of the direction of 

412 postal reform. If you call on us, we will be there. However, 

413 Congress has the ability to set the stage for fostering charity 

414 or to shrink our abilities through postal reform. We urge you 

415 to help us. 


416 
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January 1, 1971 

$11,107 
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May 16. 1971 
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$0,011 
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33.33% 

33.33% 

July 6. 1972 
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-0,68% 

17.12% 
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0-71% 
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$0.08 
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July 6. 1974 
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$0,014 
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10.23% 

195.26% 

$0,027 

$63,927 

11.16% 

129.37% 

$0,057 

$0.15 

15,38% 

150.00% 

July 6. 1978 

$36,738 

21.03% 

257.38% 

$0,033 

$82,343 

28.81% 

195.45% 

$0,074 

$0.15 



July 6, 1979 

$43,335 

17.96% 

321,54% 

$0,039 

$100,639 

22.22% 

261.09% 

$0,090 

$0.15 



.hjly 8, 1980 

$51,042 

17,76% 

Me.51% 

$0,046 

$105,043 

4.38% 

278.89% 

$0,094 

$0.15 



March 22. 1981 

$50,602 

-0.86% 

392.23% 

$0,045 

$105,043 



$0,094 

$0.18 

20.00% 

200.00% 

July 6. 1981 

$43,522 

-13.99% 

323.36% 

$0,039 

$105,043 



$0,094 

$0.18 



Novemberl, 1981 
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$100,724 
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$0,090 
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January 10. 1982 

$87,860 

110.46% 
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$0,079 

$100,724 



$0,090 

$0.20 



July 28,1982 

$64,828 

-26.21% 

530.61% 

$0,056 
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$0,090 
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January 9. 1963 
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February 17, 1985 
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$0,053 
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35.17% 
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$0.22 

10.00% 
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January 1, 1986 
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$0-072 
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$0,122 

$0.22 



March 9, 1966 

$68,006 

9.12% 
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$0,079 
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6.01% 
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1450.49% 

$0,143 
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1.29% 
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$0,141 

$0.33 

3.13% 

450.00% 

January 7, 2001 
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3,50% 
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$0,148 
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10.92% 

524.62% 

$0,156 
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$0,153 
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Mr. McHugh. I thank the gentleman. I think it is worthy to note 
that you represent a broad spectrum of charitable organizations 
that do amazingly effective work, as he outlined with respect to his 
particular organization. The Elks are so very important, and rely 
upon the Postal Service for their very existence. So your testimony 
is particularly appreciated. 

Next, we are honored to have Mr. Hamilton Davison, who is chief 
executive officer of Paramount Cards, Inc. Mr. Davison, thank you 
so much for being here, and we look forward to your testimony, sir. 

Mr. Davison. Thank you, Mr. Chairman. Good afternoon, distin- 
guished members. I appreciate the opportunity to present to you 
here today. My company is an industry leader in what we call 
value-oriented marketing. I believe value-oriented thinking needs 
to be imbued into the Postal Service and supported by this panel, 
as well as this Congress. 

Our postal system is in danger and needs a systematic overhaul. 
You have heard from many interested parties. Because over half of 
all cards purchased are mailed, my views represent both my com- 
pany and my industry, but I also believe are reflective of the gen- 
eral wishes of the American public. Without uniform universal ac- 
cess to the mail at a price that people value, the postal system is 
at risk. 

For the most part, I agree with the Commission’s recommenda- 
tions and the President’s five principles for reform. We can tweak 
elements, but the broad strokes are good. In my written testimony, 
you have some specific recommendations for a postal reform bill. 
Let me underscore two. 

First, a strong, effective regulatory mechanism is vital. So is a 
congressional mandate for both fairness and cost alignment. You 
heard that earlier. Protection for the captive postal customer or the 
average American was a cornerstone of the Presidential Commis- 
sion. The approach taken in the most recent postal legislation by 
Representatives McHugh and Waxman certainly accomplishes this. 

Second, grant the Postal Service the authority to control its work 
force and facility costs just as companies do. This is a major con- 
cern for me on two levels. First, controlling cost is essential for 
long-term viability. Second, if the Commission’s comprehensive cost 
control recommendations were enacted, I could accept a rate-set- 
ting process that lacks prior review, a position I would not have 
considered previously. 

The Commission also raised the issue of wage comparability, 
which in my judgment should be resolved. If we are serious about 
placing the Postal Service on a firm financial footing, this is a sem- 
inal question that must be answered before any work force changes 
are contemplated. This ties directly with the President’s call for 
best practices, transparency and accountability. 

I respectfully suggest that the General Accounting Office prompt- 
ly be assigned the task of reviewing postal and private sector pay 
and benefit levels. Periodical wage and benefit comparability re- 
views are consistent with all commercial enterprises with which I 
am acquainted. In my company, we conduct such a review every 2 
years. 

Another industry best practice is benchmarking the ratio of su- 
pervisors to workers and a periodic restructuring and rationaliza- 
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tion of management and staff levels. In my company, we work ac- 
tively to reduce headcount per unit output. We do so, often without 
layoff or dislocation, to minimize personal disruption. With a high 
number of postal employees soon at retirement age, this is a great 
time for this type of work. 

Another aspect of the Commission’s cost control recommenda- 
tions include network optimization. I urge resisting provisions of 
law inhibiting the closing of post offices or processing facilities. In 
the retail trade, it is accepted practice to close and relocate a per- 
centage of stores each year to mirror shifts in population, traffic or 
shopping patterns. 

Businesses also reassess their warehouse and distribution center 
placement, making changes when costs justify it. It is critical that 
postal management have the authority to continuously optimize fa- 
cility utilization and its logistics network free from outside con- 
straints, so that they can place postal services where Americans 
live, work and shop. 

Personal correspondence in the mail is what Americans value 
most and is among the most profitable. It forms the foundation of 
what Americans want from their postal service. It used to be com- 
mon wisdom or commonly held at least that household postage was 
inelastic. Today, research has shown that the price of single-piece 
first class stamps does affect demand. If personal mail were to dis- 
appear, much of the utility of the postal system for business mail- 
ers would disappear with it. We must look beyond volume and rec- 
ognize the interdependence between mail types. If Americans stop 
going to their post office, it will kill the system for everyone. 

My comments are not criticisms of current postal management; 
as a matter of fact, quite the contrary. They have been aggressively 
managing the business and taking strong action indicated by the 
decline in volume. I both appreciate this and support the moves 
that they have made. In my judgment, that must continue. But 
congressional reform will set the ground rules and the tone for fu- 
ture administrations. Without a mandate and the tools to drive in- 
creasing advances in its competitive position, the Postal Service 
will not enjoy the widespread use and brand equity that it has 
today. 

As our high-tech life accelerates, along with the uncertainties of 
security alerts, military action and the everyday stresses felt by 
families as they are stretching budgets and meeting obligations, 
the postal system is a comfort to Americans who consider it a 
birthright. Each year, over 240 million Americans exchange greet- 
ing cards. This week, 1 billion Valentines will be sent. You can 
send a Valentine to all Americans through the passage of postal re- 
form. 

Thank you, Mr. Chairman, for your time. I would be happy to an- 
swer any questions you have. 

[The prepared statement of Mr. Davison follows:] 
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Good afternoon Chairman McHugh and distinguished members of the Special Panel 

My name is Hamilton Davison, President and CEO of Paramount Cards, an industry 
leader in what we call "value-oriented” marketing. I believe "value-oriented" thinking needs to 
be imbued into our postal system, supported by this Pane! and this Congress. The word ‘‘value"’ is 
key. In business, a “value-added” approach is the determinant for success, as should be the case 
with tbe Postal Service. 

I appreciate the opportunity to bring to your attention issues that are vital to the country, 
my industry and my company. As a former president and current director of the Greeting Card 
Association, my comments are reflective of tbe broader perspective of my industry while being 
anchored in the realities of a competitive marketplace. 

Our postal system is in danger and needs a systemic overhaul. As tbe pace of a high tech 
life continues to accelerate, along with the uncertainties of homeland security alerts, military 
action and the everyday stresses felt by families trying to stretch budgets, we find Americans 
increasingly interested in nostalgic, soft touch means of communicating and commemorating the 
milestones of those they card about. Because over half of all cards are mailed - as opposed to 
being hand-delivered by the card giver - the success of the US Postal Service is of paramount 
concern to us. 

Every year, some 240 million Americans exchange greeting cards. This week, on February 
14th, more than one billion Valentine cards will be exchanged as Americans express their feelings 
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to friends and loved ones. This Committee can send a Valentine to America by pumping renewed 
life into a postal system all citizens rely on. 

To succeed in business, you have to listen to customers and adjust to their needs. Several 
years ago we got the message that consumers thought cards cost too much. We refocused our 
strategy, creating a retail concept called Cardsmart that offers half priced cards, and doing other 
thing to get “great cards in peoples’ hands at a great price.” Nor is Paramount the only company 
in my industry to respond to demand for lower priced cards. Today, when purchased in quantity, 
you can buy terrific cards at about 37 cents a piece. We also sell millions of cards each year at 50 
cents each when purchased only one at a time. Point here is that Americans demand value In 
every aspect of the consumer choices they make. The real cost of technology, telecommunications 
and transportation have all fallen dramatically. Undoubtedly you have seen ads from the largest 
retailer in the world showing not specific products but some yellow smiley face who keeps on 
knocking down prices everywhere it goes. Expectations of Americans have been changed. 

Choices are everywhere. Substitutes are plentiful. Competition is intense. 

Thu same consumer expectation affects the USPS. Common wisdom used to be that the 
single piece first class, or individual, mailer would pay whatever was charged; household postage 
was felt to be inelastic. Many argued that bulk mailers should be given the best price at the lowest 
margin to encourage expansion of units mailed and help finance growth of the network. Today, 
this is simply not the case. Our research has shown that stamp pricing affects demand and 1 also 
have plenty of anecdotal evidence that supports this. One of our Cardsmart store operators, Joe 
VoelkJ, who has 8 stores in upstate New York, related his customer sentiment like this: 
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“People are put off by the price of postage and it affects the number of cards they send. 
Even as card prices become more reasonable than a few years ago, the cost of postage has 
a major impact. This even cuts into our store traffic, which hurts. It’s not fair that 
regular people pay first class rates and our mailboxes are full of bulk mail that somehow 
gets sweetheart rates.” 

I agree with Mr. Voelkl. That is the new reality. Point of all of this is that the price of 
stamps and thus the cost of our postal system is a central element in its viability - in fact its 
survivability - in the future. Legislation that advocates an efficient, fair postal system would 
certainly be a great Valentine for Congress to send to the American people ... and would be one 
they enjoy each holiday ail year! 

For the most part, I agree with the recent Postal Commission’s recommendations and the 
President’s Five Principles for Reform. We can tweak elements, but the broad strokes are good. 

In fact the Greeting Card Association (GCA) was an early advocate for a Postal Commission. The 
GCA has submitted to you written testimony addressing specific elements we would like to see in 
any postal reform bill and 1 agree with the points raised in this testimony. But I hope I have 
vividly underscored the need for cost improvement of the system, not simply caps on further rate 
increases. The Postal Service must be given the mandate and the tools to drive increasing value in 
the mail through advances in its competitive position or it will not enjoy the widespread use and 
tremendous brand equity it has today. 
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I advocate three important "value-oriented" actions: 

. First... Establish strong and efficient regulatory protection for the captive postal 
customer, or average Americans 

. Second... Grant the Postal Service authority to control its workforce and facility 
costs, just as companies do in all industries 

. Third... Create a Postal Service business model that recognizes and differentiates 
the interdependency of first class citizens mail with that of high volume, low cost 
bulk mail. 

The first point was a cornerstone recommendation of the Presidential Commission on the 
U.S. Postal Service, which called for a "Postal Regulatory Board” with authority to regulate rates 
for noncompetitive products and services and subpoena power to ensure financial transparency 
on the part of the USPS. 

The approach taken in the postal reform legislation developed by this Committee’s 
Chairman, John McHugh, and Representative Henry Waxman, also contained this 
recommendation. A strong Checks and Balances mechanism is vital, including a review of specific 
rate setting provisions. Td add a Congressional mandate for both fairness and cost alignment. 

Mr. Chairman, your leadership in this area is well documented. 1 am aware also of Congressman 
Waxman’s similar calls as it relates to the health care system. Together, your leadership can 
nurture the health of U.S. Postal Service. Much like we do not miss good health until it is gone, 
most Americans won’t miss an effective mail system until it is no longer available. 
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The second point on stringent cost control of workforce and facilities is essential to the 
long-term success of the Postal Service, Just as if is for private sector companies. 

This is a major concern for me on two levels. As I stated earlier, controlling costs is an essential 
element In assuring the long-term viability of the Postal Service. It is also the Commission’s 
comprehensive cost control recommendations that make it possible for me to accept a rate setting 
system that lacks prior review. In fact, 1 would not have contemplated a post review system 
before the Commission Report. While the last two years have given me optimism that rates fair 
to the individual or citizen mailer are considered important by both Postal officials and bulk 
mailers, when I take a longer view of postal history, I see that this has not always been the case. A 
strong ‘‘Checks and Balances” architecture that survives future Postal administrations is 
required. 

The Commission also raised the issue of wage comparability, which 1 believe should be 
resolved. If we are serious about placing the Postal Service on firm financial ground, then this is 
the seminal question that must be answered before any other workforce changes are 
contemplated. This matter ties directly to the President’s call for Best Practices, Transparency 
and Accountability. I respectfully suggest that the General Accounting OBlce promptly be 
assigned the task of reviewing postal and private-sector pay and benefit levels and of making 
definite findings as to whether postal compensation is comparable. The practice of periodic wage 
and benefit comparability reviews are consistent with virtually every large commercial enterprise 
with which I am acquainted. In my company, we conduct such a review every two to three years. 
Another industry best practice is the periodic benchmarking of the ratio of supervisors to workers 
and the periodic restructuring and rationalizing of management and staff levels. In my company 
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we actively work to reduce headcount per unit output^ and we do so often without layoff or 
dislocation, making every possible attempt to minimize the personal disruption these efforts can 
cause. But we do actively work the cost structure of our supply line because to do otherwise 
invites falling behind the competition. Nor is this unique to my company. Tt is reasonable to 
demand regular annual productivity increases as measured in the real terms of unit cost (and in 
particular units processed per person). With the high number of Postal employees soon to be at 
retirement age, a great opportunity is now available to improve the cost structure that we must 
not let pass. 

Another aspect of the Commission's cost control recommendations was achieving an 
optimum network. I urge resisting provisions of law inhibiting the closing of post offices or 
processing facilities. In the retail trade, it is accepted practice to aggressively close and relocate 
some percentage of stores annually to mirror shifts in population, traffic or shopping patterns. 
Businesses also periodically re-assess their warehouse and distribution center placement and make 
changes when they are cost justified. The ability to continuously optimize the logistics network 
and facility utilization and place postal services where America lives, works and shops, free from 
outside concerns, is critical. 

None of my comments in any way are criticisms of the efforts of the current top 
management team at the Postal Service; quite the contrary. They have been managing the 
business aggressively, taking strong action indicated by the current crisis in volume - all moves I 
support and appreciate. My judgment is that this must continue. Congressional reform, however, 
will set the ground rules for future administrations. 
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Regarding other Presidential Commission recommendations, I concur that: 

. Collective bargaining should be improved. 

. Benefits such as pension and health care plans should be included in 
negotiations for future employees and retirees. 

. The USPS should be granted relief from the Federal Employee’s 
Compensation Act to make changes set forth by the Commission and bring 
Worker’s Compensation claims into line... and 

. A statutory salary cap should be repealed to attract and retain officers and 
employees with pay competitive with the private sector. 

All of these are consistent w ith private sector best practices. 

As to my third major recommendation, my industry has advocated refocusing the Postal 
Service’s business model on the types of mail that go to the core value Americans place on the mail 
(and that bring in the most net revenue per piece) - that is, personal correspondence such as 
letters and greeting cards. Opinion research has shown that the American people hold the postal 
system in high regard, they trust it more than other communications media, and they prefer it for 
messages with high personal or emotional content. The value American households place on the 
personal mail they receive carries over to the business and advertising mail that also forms part of 
the “Mail Moment” (the Postal Service’s term for the experience of collecting and reading one’s 
incoming mail). If personal mail were to disappear, much of the utility the postal system offers to 
commercial users would disappear with it. We must look beyond volume and recognize the 
interdependence between mail types. If Americans stop going to their mailboxes it will kill the 
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system for everyone. In fact, even a rate cap pegged to inflation represents a concession from ray 
standpoint. Gains in productivity should also be reflected in any rate cap mechanism. 

Mr. Chairman, let me underscore that I believe these steps are essential. It would be 
difflcuit, if not impossible for me to support any postal reform legislation that fails to allow the 
Postal Service to manage its costs effectively. 

In summary, let me reiterate my commitment to ensuring the viability of the Postal Service 
Into the future. It is a commitment to preserve the communication network that binds our nation 
together through universal service at affordable rates. I believe a strong and effective regulatory 
system, providing the necessary checks and balances, coupled with effective cost controls and a 
business model that looks beyond mere volume are the most important components to achieving 
that goal. 

Thank you Mr. Chairman for your time. I would be happy to answer any questions you or 


your colleagues may have. 
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Mr. McHugh. Thank you, Mr. Davison. 

Next, Ms. Rebecca Jewett, who is president and chief executive 
officer of Norm Thompson Outfitters, Inc., the great catalog com- 
pany. We are thrilled that you are here today, ma’am. 

Ms. Jewett. Thank you very much. And thank you so much for 
inviting me to be here today. 

My name is Rebecca Jewett and as of 2 weeks ago I am honored 
to have a new role at Norm Thompson. I am now vice chairman 
of Norm Thompson Outfitters. Norm Thompson is a catalog com- 
pany. It was formed 54 years ago in Portland, OR. We are a mid- 
tier catalog company, certainly nowhere near the size of our col- 
leagues on the former panel. We employ 600 full-time and 2,000 
seasonal employees. We sell merchandise to upscale customers 
throughout the United States. 

A week ago, I asked our accounting department to rank our ven- 
dors based on the amount of money we spend with them. You 
would be interested to know that our largest vendor is the USPS. 
In fact, we spend with the USPS four times the amount that we 
do with our No. 2 vendor. Postage represents 50 percent of our 
marketing costs. So needless to say, our employees depend on the 
USPS. I like to think as the USPS goes, so goes Norm Thompson. 

In addition, companies who depend on an affordable postal sys- 
tem employ, as we heard earlier, 9 million people, and contribute 
$900 billion to our economy. No business can survive on a 34 year- 
old business model. Certainly, the catalog business has changed 
significantly since I entered it in 1981. It is amazing that the USPS 
can still operate on its model from the 1970’s. The USPS is a cor- 
nerstone of our democracy, because we must be able to commu- 
nicate on a personal and business level with every citizen. That is 
one of the needs of a democracy. 

The USPS is also a major contributor to our economy and it is 
a creator of jobs. Now, we have the best democracy in the world 
and we have the largest economy. We deserve to have a world-class 
postal system to provide infrastructure to support democracy, the 
economy and job creation. I want to thank each of you for your 
work on this issue. It is important and foundational for all Ameri- 
cans. We support reform. 

Now I would like to discuss how postal rate increases affect my 
company. We need the USPS to have flexibility to set rates. I have 
run catalog companies since 1990. I can tell you how earth-shatter- 
ing double-digit rate increases were to catalogers in the 1990’s. In 
fact, we wondered if we would survive. We survived for four rea- 
sons. First, the printers innovated and removed significant costs 
from their structure and passed those savings on to us as cus- 
tomers. This helped mitigate postal rate increases. Second, the 
paper market softened and we found we could purchase paper for 
less. This also helped mitigate postal rate increases. We as mailers 
knew that we had to do business differently. So as a mailing com- 
munity, we became much more sophisticated in how we deploy our 
marketing dollars. This also created cost efficiencies and helped 
mitigate the postal rate increases. Last, the USPS was able to con- 
tain costs and implement worksharing, which has stabilized rates 
in the early 2000’s, and we thank them for that because it has been 
very helpful. 
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The USPS has done a good job so far, but we need Congress to 
empower the USPS to build a new business model to provide a 
world-class infrastructure. As mailers, we need stability and pre- 
dictability for postal rates and rate increases to be held at or below 
inflation. 

Let me tell you about the impact of increases above inflation, 
what impact they would have on our company, if there were an in- 
crease 10 points above the inflation rate, what we would do. The 
low-hanging fruit has already been taken. So we would have to cut 
circulation in ways that would be fundamentally detrimental to 
both the USPS and to Norm Thompson. What we would do is we 
would cut our prospecting circulation in the months between Janu- 
ary and September. We would not cut circulation during the profit- 
able holiday season, which is I believe the peak volume season for 
the USPS, and when they would actually probably prefer us to cut 
volume. We would be cutting volume in the low-volume months 
when the USPS has excess capacity. This would be very detrimen- 
tal to the USPS. 

Cutting the circulation has a negative impact on my company 
also. We would have to cut labor to match the reduced demand, 
and who would we cut? Well, we would cut wonderful full-time as- 
sociates who have health benefits. We would not be cutting our sea- 
sonal part-timers, who do not have health benefits. We would be 
cutting associates in our customer phone center in Oregon where 
there is 7 percent unemployment. It is one of the highest unem- 
ployment rates in the country. As a country, I would like to say we 
have lost a lot of telemarketing jobs to India in the past couple of 
years. Wouldn’t it be an enormous disappointment if a postal rate 
increase contributed to the loss of jobs in this important sector? We 
would also have to cut full-time associates who are also covered by 
health benefits from our West Virginia distribution center. The 
State of West Virginia has done a magnificent job over the past 10 
or 15 years creating new jobs in that State. I would also like to say 
that as a country, we have lost many manufacturing and 
warehousing jobs to overseas production. Again, wouldn’t it be an 
enormous disappointment if postage rate increases contributed to 
more job losses in this sector also? 

So how many jobs are we talking about? Well, in the greater 
scheme of things, after all, we are a relatively small company, not 
much, maybe 20 jobs. But it is significant to the person who is los- 
ing their job that they have lost it. But also I want you to consider 
that there are 2,000 catalog companies in this country, and 20 jobs 
across 2,000 catalog companies is a significant number of employ- 
ees, about 40,000. With a 15 percent increase, it would be another 
50 percent, these 60,000 jobs lost. This does not include the ripple 
effect on our vendors. 

So raising rates above inflation to solve the USPS financial prob- 
lem does not work. We need Congress to empower the USPS to 
build a new business model so that it can provide world-class infra- 
structure to support our democracy, our economy and our jobs. So 
how will they do this? I leave answering this question to others and 
my written testimony on the how. 

I would like to speak just briefly about universal service. Norm 
Thompson needs universal service. It is what the USPS does best. 
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That last mile is very critical to us. Universal service for all cata- 
logers includes package delivery. We use USPS for a majority of 
our product delivery. But even fellow catalogers who use other 
package delivery companies know that USPS provides competition 
which holds down costs for all. 

So I want to thank you for your important work. You will have 
a major impact on preserving what is best about our democracy, 
our economy and our jobs. All of us from Norm Thompson want to 
thank you for the important work that you are doing. 

[The prepared statement of Ms. Jewett follows:] 
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Testimony of Rebecca Jewett 
On behalf of Norm Thompson Outfitters, Inc. 
Before the Committee on Government Reform, 
United States House of Representatives 

February 11, 2004 


Chairman Davis, Representative Waxman, Task Force Chairman McHugh and 
Representative Davis, and members of the Task Force, I am Rebecca Jewett, and I thank 
you for inviting me to testify before you today on the importance of a viable U.S. Postal 
Service. Since I received your invitation to testify, I became Vice Chairman of Norm 
Thompson Outfitters, Inc, 

Norm Thompson is a leading catalog direct marketing company founded in 
Portland, Oregon in 1949. Fifty years ago we were selling hand-tied fishing flies to 
discerning fishermen. Today, we ai-e more apt to be found selling handknit sweaters to 
our discerning customers. Nevertlieiess, now as tlren. Norm Thompson depends on tlie 
U.S. Postal Service as its primary marketing channel to reach current and prospective 
customers. Witliout the mail, there would be no Norm Thompson, Inc. The Postal 
Service is our biggest and our most important vendor - we spend more money with the 
Postal Service tlian with any other single vendor we use. 

It is tills reliance on or, if you will, partnership with the Postal Service and my 
concern over its future and ultimately its impact on Norm Thompson, our 600 full time 
associates and 2000 seasonal employees and the many otliers in our supply chain that 
brings me here today. Postal reform is not just about the U.S. Postal Service. It is about 
jobs and the economy tluoughout our Nation. 

Fourteen months ago-on December II, 2002-that President Bush issued an 
Executive Order establishing the President’s Commission on the United States Postal 
Service. The Commission was directed to look at the state of affairs and was charged 
with the responsibility of articulating a vision for the future of the Postal Service. 

The Commission found that the most significant obstacle to the Service’s survival 
is its “legacy business model and structure counterproductive to tire Postal Service’s 
ability to perform its most vital function: ensuring the universal availability of reliable, 
affordable postal services.’’ 

To those of us who have followed the plight of the Postal Service, tliat the 
Commission would reach this conclusion is no surprise. We are, after all, dealing witlr an 
entity whose foundation is a 34 year-old business and regulatory model, wliich provides 
neither the flexibility nor the incentives needed to ensure its own viability and, in turn, 
the growth potential for a very significant segment of the U.S. economy. It is an 
important statement, nevertheless, because it comes from nine fresh sets of eyes— from 
individuals with considerable business experience but who in tlreir professional capacity 
are not postal stakeholders. 
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Given my own business experience, I simply cannot imagine being resti'icted to 
operating in the same way as did my predecessors of some thirty years. Moreover, in my 
capacity as Chaimian of the Board of Directors of the 4700-member Direct Marketing 
Association, I can say with some degree of confidence that my fellow business executives 
agree completely with tlie Commission’s assessment. 

Your invitation to appear today asked that we speak to the five guiding principles 
the Wlhte House outlined in its call for comprehensive postal reform. The five 
principles— application of best practices, transparency, flexibility, accountability and self- 
financing— were distilled from tire thirty-five recommendations contained in the 
Commission’s final report. These recommendations, roughly half of which could 
theoretically be implemented witliin the confines of existing law, present a road map tliat 
builds — ^and wisely, I might add— on the past efforts of this Committee and the Postal 
Service’s Transformation Plan. 

Wliile one might quibble over tlie details of a particular Commission 
recommendation or wording of a Wlrite House principle, their collective thrust makes 
good sense. 

Altliough I will direct much of my testimony to the importance of the need for 
flexibility, this is not meant to diminish the importance of the others principles. One need 
only consider the extent to which the Postal Service’s revenue base could be eroded by a 
rapidly changing communications landscape to appreciate the importance of 
consideration being given of each and every principle and recommendation in developing 
a new business model for the Postal Service. 

Clearly, little, if any, of what has transpired in the last decade alone could 
possibly have been foreseen by the architects of the Postal Reorganization Act of 1970. 
Moreover, it is unlikely that they envisioned a time when the realities of a declining 
volume base, characterized as “sobering and credible” by the President’s Conmiission, 
would be required to support an ever-growing delivery network— a situation which is 
economically unsustainable, 

Wlien he testified before the Senate Government Affairs Committee last fall, Jim 
Johnson, Vice-Chair of the President’s Conunission, was asked for an assessment of how 
long he thought we could go with the current system before reaching the crisis stage. His 
response, I thought, was very insightful. 

He offered that the Postal Service’s financial situation is somewhat better today 
than it was two years ago due largely to ( 1 ) action by the Congress to con'ect tire formula 
for funding the retirement of postal employees and (2) the successes of the Postmaster 
General and his management team in containing costs and increasing efficiency. I would 
be remiss at this point if I did not recognize and express my appreciation for what you — 
the Congress— have done and for the efforts of the PMG. But as Mr. Johnson noted, the 
reality and the challenges of two years ago are still with us; that we have not a long time 
to get it straight (but have time to get it right). 
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If we do not move ahead expeditiously with significant modernization, the 
choices outlined by the commission will be dramatic service rollbacks, rate increases of 
an unprecedented scale, or falling further into debt, ultimately requiring a taxpayer 
bailout. Each of these three options is equally unacceptable for Norm Thompson, for me 
as a taxpayer and for a system that today supports a segment of our economy tliat 
accounts for approximately 9 percent of GDP — some $900 billion — and supports the 
employment on the order of 9 million Americans. Corisequently, while the challenges 
are substantial, the opportunities for improvement are abundant and, therefore, 
comprehensive reforms should begin now, in advance of an impending crisis that would 
be umiecessarily costly and would limit available options for the future. 

As you move forward in crafting postal reform legislation, I urge to consider that 
reforms must be couched in a dynamic context witli the recognition that managers need 
the flexibility both to meet the ever-changing demands of tlie marketplace and to manage 
their infrastructure and their workforce. 

I. FLEXIBILITY TO SET RATES 

Wliile the existing rate setting scheme may have been tolerable in an early era, the 
length of time, complexity and cost involved in litigating rate cases now results in 
diminishing returns for both tlie Postal Seiwice and its customers. Tire Postal Service, as 
does any business, needs pricing flexibility to meet the demands of the market. 

In addition to reasonable degree of flexibility to adjust rates, generally, tlie new 
business model for the Postal Service should authorize customized service and rate 
agreements (also known as negotiated service agreements) tliat offer an economical 
benefit to the overall system as well as to the parties to any such agreement. Other 
players in the marketplace have this ability and use it. 

But Just as tlie Postal Service needs flexibility, so do mailers need a semblance of 
predictability. Thus, sepai'ate and apart from the manner in which specific rates are 
developed, the magnitude and timing of rate changes are critical considerations in ternis 
ensuring overall economic efficiency. 

Those of us in the direct mail catalog business — and we are not alone in this 
regard — are having increasing difficulty accommodating rate increases that far exceed the 
genera! rate of inflation; in our case, averaging on the order of 22% over the past 5 years 
while the rate of inflation for the period was in the 1 4% range. We have reached the 
point where, in many cases, the cost of mailing a catalog equals or may even exceed the 
cost of producing that catalog. This situation is counterproductive for the mailer and the 
Postal Service. 


Recognizing that there may be exigent circumstances, I believe that any pricing 
flexibility granted the Postal Service must be tempered with a degree of systematic 
discipline. As a general principle, rate adjustments should, as nearly as is practicable. 
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mirror the lesser of the rate of inflation as measured by the CPI or the actual cost of 
providing services and should occur no more frequently than once a year. Moreover, as 
an incentive to hold down rates, postal management should be able to avoid lengthy 
before-the-fact rate regulation IF and ONLY IF rates are held BELOW inflation. 

II. FLEXIBILITY TO ADJUST THE NETWORK OF FACILITIES 

The Postal Service’s 25-year experiment witli worksharing in tlie transportation 
and processing of mail provides ample evidence of wide-ranging benefits to itself, all 
users of the system and tlie economy, generally. Unbundling the various elements of the 
process, has promoted economic efficiency. According to the General Accounting 
Office, nearly tliree quarters of all domestic mail is workshared enabling the Postal 
Service to realize billions of dollars in savings. The continued unbundling of all 
functions upstream from the ultimate delivery of the mail should be a paramount 
objective for the “new” Postal Seiwice in order to optimize efficiency and constrain costs. 

Implicit in capturing the foil economic benefit of unbundling is that the Service be 
vested with adequate authority to right-size its upstream “legacy” infrastructure. The 
Service camiot sumve if there are constraints placed upon its ability to establish and 
constantly adjust an effective and economical processing, transportation and delivery 
network. In this regard, a mechanism tliat insulates network changes from the political 
process, while at the same time accommodating tlie need for postal management to make 
ongoing adjustments, would appear to be in order. 

III. WORKFORCE FLEXIBILTY 

Increased worksharing and rightsizing of its network will mean a smaller internal 
workforce. However, network changes need not precipitate draconian changes for the 
dedicated Postal Service workforce. With nearly one half of career employees eligible 
for retirement by decade’s end, this presents an opportunity to couple network changes 
and workforce attrition. 

Management and employee groups should use the bargaining and consultation 
processes explore tlie liberalization of work rules as a means of mitigating tiie impact of 
network realignment. Requiring the Postal Service to develop a comprehensive human 
resources plan would seem to be in order as a precursor to this effort. 

Modest adjustments to the current collective bargaining process, such a requiring 
mediation and restricting arbitration awards to be prospective, only, may also be in order. 
I would envision these changes resulting in a greater range of options and incentives for 
both management and employees, without significantly diminishing the rights of 
employees. And, while I support fair and foil collective bargaining, an addition to 
existing the law should require arbitrators to give weight to tlie changing nature of the 
communications landscape, and the importance of achieving productivity gains as a 
means of ensuring the viability of the postal system. 
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IV. UNIVERSAL SERVICE 

With some limited exceptions, the U.S. Postal Sei-vice delivers to everyone, 
everywhere six days a week. Providing this universal service its distinguishing hallmark. 
I support its continuation. Service to the American public and their businesses should not 
be a victim of any type of postal reform. As an aside, universal service should include 
parcel delivery. Package services are and always have been a core service offering of tlie 
Postal Service. At Norm Thompson we use the Postal Service to deliver a significant 
proportion of our products to customers, and we need tliat service. In addition, we know 
that Postal Service parcel delivery represents competition, which holds down parcel 
delivery costs for all. 

However, as the Presidential Commission noted while universal service and the 
postal monopoly— as currently perceived— are vital to tire Nation and its economy, tliis 
may not always be tire case. The Commission suggested that a review of tills status over 
time would be appropriate, necessary and possible, without sacrificing affordable access 
to essential services. I agree with tliis idea in principle. Having so stated, I believe 
Congress must retain some degree of authority over this matter, which is clearly of policy 
in nature. 

V. SELF-FINANCING 

On tlie matter of self-financing, I take no issue with the Administration’s 
position that the Postal Service be self sufficient, covering all of its obligations. I, 
however, question whether certain obligations should be assigned to the Postal 
Service. 

For example, while almost all of the Presidential Commission’s 
recommendations address the necessity of updating the antiquated laws 
governing the Postal Seivice, one reconunendation proposes a change 
to the Postal Civil Service Retirement System (CSRS) Funding Refomi Act 
(Public Law 108-18) enacted just last year. 

The Act, which adjusted the Postal Service’s annual contribution to fully fund its 
remaining CSRS liability, also imposed a new and unique burden requiring the Service to 
fund CSRS benefits earned by its employees while seiving in the military. The 
Commission concluded that the $27 billion associated with this obligation — -much of 
which predates even the 1970 postal law-should be borne by taxpayers, not ratepayers, 
as is the case for all other federal government entities. 1 concur fully with this 
recommendation. Paying for the military and all its subsequent obligations is, in part, my 
responsibility as a taxpayer not as a mailer. Moreover, the $27 billion obligation includes 
a $17 billion return to the Treasmy for payments already made. At least, mailers should 
not be responsible to reimburse the government for past payments to retirees. 
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Another aspect of the 2003 CSRS law requires the Postal Sei-vice to build into 
future rate cases amounts no longer required to fully fund employee 
retirement and to place those funds in an escrow account pending Congressional approval 
of a disbursement plan. It would be more than just unfortunate if 
the billions of dollars at issue where extracted from the economy only to become a pawn 
in tlie arcane intricacies of the government budget. Congress must act to eliminate tire 
escrow requirement this session to avoid adding to the next postal rate increase. Mailers 
should not be charged based upon the old over-funding CSRS formula — the current 
escrow law would force that sad occun'ence. 

SUMMARY 

In closing, I want to endorse the Commission’s conclusion that “[T]he American 
people deserve the most capable and efficient Postal Service modem techniques and ‘best 
execution’ strategies can make possible....” Moreover, I agree with the Commission’s 
view that “an incremental approach to Postal Service reform will yield too little too 
late....” Therefore, I urge you to adopt a comprehensive approach to postal reform, 
including appropriate changes to the retirement the legislation to furtlier ensure the 
Service’s financial stability. 
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Mr. McHugh. I thank you, Ms. Jewett. 

I apologize we have to run. We have two quick votes. Mr. Mulloy, 
it is like icing the field goal kicker, but we will give you a new 
chance. We will return as quickly as we can. Please stand in recess 
until we return. 

[Recess.] 

Mr. SCHROCK [assuming Chair]. I apologize for this seemingly 
disorganized day, but the fact is that is what it is. I was talking 
to one of my colleagues here on the way over, and I said, “You 
know, if these guys did business like we do this, they would all 
have been bankrupt decades ago.” So we need to use you as role 
models. Mr. Mulloy, you have the patience of Job and I really do 
appreciate that. We are glad you are here and we look forward to 
your testimony. 

Mr. Mulloy. Thank you. 

Mr. ScHROCK. Excuse me, before that. Ms. Jewett had to catch 
a plane, and so the panel will submit questions to her in writing, 
just so nobody will think we drove her off. Thank you. 

Mr. Mulloy. Thank you, Mr. Schrock. As you said, my name is 
Gary Mulloy and I am chairman and CEO of AD VO. AD VO is the 
largest in-home print advertising company in the United States. 
We touch 8 out of 10 American households weekly or monthly. I am 
pleased to be here on behalf of our 3,700 associates and all of the 
associates of the 20,000 clients large and small across America that 
rely upon us to deliver their advertising messages via, predomi- 
nantly, the U.S. mail. 

I have submitted extensive written testimony. I am not going to 
belabor a lot of what is in those materials. I am going to focus on 
several issues today. However, as you have heard from most of the 
panelists, both on the first panel as well as this panel, I would echo 
that we believe that there is a tremendous amount of growth po- 
tential in the mail. The Postal Service, if properly focused, can in 
fact prosper and benefit from that growth. 

Unfortunately, for the last 15 years postal rates have been high- 
er than I believe truly necessary to fund the operations of the Post- 
al Service. The result has been that less than competitive pricing 
has led existing and potential customers elsewhere. It has also led 
to the creation of competitive alternatives, some of which have been 
created by people like ourselves who have been forced to look at 
private carrier delivery and other sources because of the fear of ris- 
ing postal costs, which in some cases are twice that of running your 
own private carrier delivery system. In fact, we have personal expe- 
riences just like the one another panelist talked about, Ann Moore. 
We do run our own private carrier delivery service in several large 
markets, and the costs are substantially less. 

We believe that all in private industry would use the USPS more 
and both the Postal Service and industry would experience growth 
if prices and rates were established and maintained in a more mar- 
ket-oriented efficiently run system. Our current strategy for our 
own company calls for us to double our business over the next few 
years, but much of that growth will of necessity be outside of the 
postal system unless changes are made. 

The potential market is big enough to pay for universal service, 
and universal service is, we believe, 6 day-a-week delivery to every 
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household in America. It is big enough to end discussion, we be- 
lieve, about 5-day delivery and get the Postal Service thinking 
about the opportunities presented by 7-day mail delivery instead. 
It is even big enough to relieve pressure on some of the traditional 
features of the Postal Service that the American public has long en- 
joyed, such as post offices in the smallest communities in the coun- 
try. 

To tap into this, though, we have to have competitive prices. We 
believe such an extended period of stability is not only desirable, 
but reasonable and achievable. Stable rates are not a pipe dream. 
Since 1971, the Postal Service has been required, as you know, to 
break even and to charge mailers its cost of operations. Contrary 
to popular perceptions, however, and to media misrepresentations, 
the U.S. Postal Service has not been chronically losing money or 
breaking even in its operations. In fact, since it was created, the 
Postal Service has generated an operating profit, and a handsome 
one. 

Since 1971, postal revenues have been billions of dollars more 
than the cost to fund operations of the U.S. Postal Service. Even 
if Congress were to force the Postal Service to book all 100 percent 
of its health care liability for retirees today, the Postal Service 
would still have generated billions more in excess revenue through 
rates charged mailers and consumers and the rates that are still 
in place today. 

This money has gone to the U.S. Federal Treasury. The USPS is 
not subsidized by the taxpayer. It has surprisingly been subsidizing 
the taxpayer. Last year, this committee took the first steps to cor- 
rect the retirement overpayments made by the U.S. Postal Service 
to the U.S. Treasury. This was an important first step, but it is 
only a partial and temporary solution, and included some provi- 
sions that, as we have discussed earlier today, are not in the long- 
term best interests of the Postal Service, the consumer or the econ- 
omy at large. 

Part of last year’s fix required the Postal Service to pay military. 
Peace Corps and other government retiree benefits. This action 
transferred $28 billion in additional obligations to ratepayers. 
These costs are not rightly the responsibility of the Postal Service 
and its customers and consumers. Unlike other Federal agencies, 
the U.S. Postal Service does not receive Federal appropriations, but 
must charge for the services it provides. The cost of military service 
time for most Federal agencies is paid for by the general treasury, 
and thus taxpayers as a whole. Singling out postal ratepayers to 
cover this obligation that benefits all taxpayers is thus unfair. 

Customers are able to cover the costs of Postal Service operations 
through the rates they pay. However, adding additional expenses 
such as retirement benefits earned as a result of military service 
pushes postal rates up to uncompetitive levels. The President’s 
Commission recommendation to undo last year’s damage must be 
taken care of immediately, we think, by this body. All of the cus- 
tomers of the Postal Service, with the exception of nonprofit mail- 
ers, are also taxpayers and our taxes fund these and other pro- 
grams. To be required to pay for them again through higher post- 
age rates is a form of double taxation. 
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Also, in implementing last year’s fix to the CSRS overfunding, 
the 0PM also quietly made a very large accounting change with re- 
gard to allocating the responsibility to pay for pensions earned as 
a result of work performed by postal employees prior to 1971. The 
1970 Postal Reorganization Act made the Treasury responsible for 
employee benefits earned while working for the old Post Office De- 
partment, and it made the Postal Service responsible for benefits 
earned after it took over. 

For years, the benefit obligation for retirees with employment 
both before and after 1971 was allocated between the Postal Serv- 
ice and the Treasury, based on the number of years of service em- 
ployed at each agency, allocating the same dollar amount to each 
year of employee service. Last year, when the factual actuarial 
error regarding CSRS funding was corrected, the Office of Person- 
nel Management quietly switched to a new allocation method that 
effectively shifted a large portion of the pre-1971 obligation to the 
Postal Service to the detriment of the Postal Service and therefore 
its customers and the consumer. 

While there can be legitimate disagreement about the proper 
method for making judgments about allocation of benefit obliga- 
tions, the factual actuarial error is not open to judgment or opin- 
ion. The allocation method used for 32 years was fair and was re- 
cently determined to be consistent with common practice by Hay 
Associates, an actuarial firm commissioned by the Postal Service. 
Changing it now shifts pre-1971 Treasury obligations to the Postal 
Service and its ratepayers as a sort of penalty for finally correcting 
the factual actuarial errors that have been allowed to stand for 
years. 

The difference between the old allocation method, which had 
been in place for years, and the new method imposed by 0PM, 
changes the Postal Service’s balance sheet by tens of billions of dol- 
lars, far more than enough to fully fund both CSRS and retiree 
health benefit liabilities. This is an unfair burden that today’s 
Postal Service and its consumers and customers should not have to 
bear. Additionally, the legislation passed last year required for 
2006 and beyond that the Postal Service must resume making 
overpayments to the CSRS system in the form of escrow payments. 
As you have heard from other people today, we believe that this 
should be struck down. Because these funds are from Postal Serv- 
ice customers and consumers, they could be more properly used to 
be invested in better productivity and efficiencies within the Postal 
Service, and therefore those benefits would provide an overall stim- 
ulus for the U.S. economy. 

This committee can take steps toward righting these wrongs and 
put the Postal Service back on track to growth with better, expand- 
ing service. Congress can and should take strong action to clean up 
the misallocation of billions of dollars in paid-in retirement dollars 
by the USPS by first, returning the allocation methodology for re- 
tirement benefits earned by USPS workers before 1971 to the 
method utilized prior to last year and that method used by the vast 
majority of pension fund calculations, whether that be for private 
sector or public sector. The USPS has appealed to the Board of Ac- 
tuaries as provided for in last year’s legislation, but there is no 
need for Congress to await the result of that appeal to apply this 
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commonsense solution and eliminate the effects of this arbitrary 
punitive action. Second transferring responsibility for military and 
other government service benefits back to the general treasury rec- 
ognizes that the Postal Service is unlike other Federal agencies 
that receive Federal appropriations. Once relieved of both of these 
unfair burdens, the Postal Service will be able to fully fund its 
GSRS and its health benefits liability. Finally, the Congress should 
repeal the escrow provision of last year’s law through at least 2008 
and allow the true profitability of the operations of the Postal Serv- 
ice to be utilized to invest in productivity and efficiency improve- 
ments, and generate the economic stimulus of rate stability for this 
critical component of the U.S. economy. 

According to some of the most respected economists studying the 
industry, if all of these things were addressed in a comprehensive 
way at a single time, with the help of other meaningful reforms 
that this body can enact to control costs and grow the business of 
the Postal Service, that Service should be able to fund its retiree 
health care obligation in total, eliminate debt, and freeze rates for 
years beyond the requirement of the current law, at least through 
2008 and probably beyond. 

With the retirement funding issues addressed, the principles for 
postal reform articulated by the administration will succeed. In 
particular, I would note the urgency of applying the principles of 
best practices and flexibility to the areas of pricing and costs. The 
Postal Service needs to be able to respond to its marketplace and, 
as the Presidential Commission recommends, be given greater abil- 
ity to enter into contracts with its customers large and small. The 
Postal Service must also be given the tool to control costs and man- 
age its resources. 

These steps will allow the Postal Service to build substantial vol- 
ume that covers its costs and contributes properly to overhead at 
a time that the Service will be undergoing major systematic 
changes that you are championing. I would again call your atten- 
tion to the written materials that I have submitted, which go into 
greater detail on these and other issues. 

The stakes for the American consumer, our economy and the 
business users of the U.S. Postal Service could not be higher. I 
think you have heard from every other member of both of these 
panels that in various industries and various constituencies, this is 
very important to us. The time is now, and we urge you to act ex- 
peditiously. 

Thank you very much. 

[The prepared statement of Mr. Mulloy follows:] 
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Gary M. Mulloy 

Chairman and Chief Executive Officer 
ADVO, Inc. 

To the 

Special Panel on Postal Reform and Oversight 
February 1 1 , 2004 


Mr, Chairman, Representative Davis, Members of the Committee: 

My name is Gary Mulloy. 1 am Chairman and CEO of ADVO, Inc., the largest in-home 
print advertising company in the United States. We touch eight out of ten American 
households weekly or monthly and are the Postal Service’s largest user of standard mail. 
1 am pleased to represent the 3,700 ADVO associates that service over 20,000 of the 
nation’s small and large busines.ses. They and the shareholders of our NYSE-listed 
company are counting on the wisdom and leadership of this body and so are the 
employees, customers and owners of all the businesses we serve who rely upon the 
services of the United States Postal Service to strengthen their individual businesses and 
the U.S. economy. I am also pleased to speak on behalf of saturation mailers more 
generally. Collectively we mail 15.2 billion advertising pieces and packages through the 
Postal Service each year. The Postal Service would not be viable without this volume 
and the revenue it generates. 


ADVO Inc. Corporate Headquarters One Targeting Centre Windsor, CT 06095-0755 
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ADVO is proud to have worked with mtiny of you on this committee, particularly 
Representatives McHugh of New York and Davis of Illinois, as you have struggled to 
implement positive change that would modernize the Postal Service while protecting this 
national asset entrusted with the important policy objective of universal service to ensure 
that the citizens of our country have access to this important communications network. 

i have submitted extensive written testimony for the record, intended to help as you 
consider legislation to ensure that the Postal Service will be able to effectively compete in 
the market and efficiently meet the nation’s needs well into this new century. My written 
submissions cover a range of issues from the price-setting mechanisms and process to 
cost management measures the Postal Service should take. Once needed reforms are 
made, I am optimistic that the Postal Service can continue to serve the citizens and 
businesses of our nation and can play an important role in fostering future economic 
growth for our country. My brief remarks today, however, are intended to call your 
attention to a few of the key issues detailed in those documents. 

For at least the past 1 5 years, postal rates have been higher than truly necessary to fund 
the operations of the Postal Service. The result has been non-competitive pricing which 
has led existing and potential customers elsewhere. It has also led to the creation of 
competitive alternatives that have drained revenue and profits from the Postal Service. 
Some, like us, have even begun private delivery alternatives as a necessary hedge against 
rising postal costs which in some cases are nearly twice that of a private delivery system. 
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We believe that all of us in private industry would use the USPS more, and both the 
Postal Service and industry would experience significant growth if prices and rates were 
established and maintained in a more market-oriented, efficiently run system. 

ADVO estimates that a hypothetically restructured USPS could offer prices that would 
enable us to seek to triple our business to a $3 billion dollar organization. Other 
saturation mailers could see similar growth opportunities. Our current strategy calls for 
us to double our business over the next few years, but much of that growth will, of 
necessity, be outside the Postal Service unless changes are made. Our growth will come 
from both the largest companies in our country as well as from the very smallest 
businesses. Small businesses in particular look to the mail to provide otherwise 
unaffordable advertising that reaches their lifeblood — the local customer. 

The shame is that mail can be delivered at a price that would give these small businesses 
the vehicle they need to compete. The potential market is big enough to pay for universal 
service for a long time to come. It is big enough to end discussion about five-day 
delivery and get the Postal Service thinking about the opportunities presented by seven- 
day mail delivery instead. It is even big enough to relieve pressure on some of the 
traditional features of the Postal Service that the American public has long enjoyed, such 
as Post Offices in some of the smallest communities in our country. 

To tap into this potential market, the Postal Service must be able to offer competitive 
prices. A necessary step is to continue the current period of rate stability beyond the 
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2006 date that has been promised as a result legislation supported by the members of this 
committee on the CSRS issue. The volume generated by this hiatus in rate increases, 
coupled with the impact of the adoption of the important reforms under consideration by 
this committee, would set the Postal Service on a positive course for the next generation, 
A major element of this positive course would be for the Postal Service to keep rates at 
current levels at least through 2008, and we believe such a period of rate stability is not 
only desirable but also reasonable and achievable. 

Stable rates are not a pipe dream. This committee can lead the Congress to make them a 
reality. Since 1971 the Postal Service has been required, as you know, to break even by 
charging mailers its cost of operation. Contrary to general perceptions and media 
misrepresentations, the USPS has not been chronically losing money or breaking even in 
its operations. In fact, since it was created, the Postal Service has generated an operating 
profit, and a handsome one at that. 

That’s right. 

Since 1971, postal revenues have been billions of dollars more than the cost to fund the 
operations of the USPS. Even if Congress were to force the Postal Service to book 100 
percent of its health care liability for retirees today, the Postal Service still would have 
generated billions more in excess revenue through rates charged mailers in the past and 


still in place today. 



416 


- 5 - 

Where has that money gone? To the Federal Treasury. 

That’s right. The USPS is not only NOT subsidized by the taxpayer; instead, surprisingly, 
it has been subsidizing the taxpayer. 

Last year this committee took the first steps to correct the retirement overpayments made 
by the USPS to the U.S. Treasury. This important first step was only a partial, temporary 
solution and included some provisions that are not in the long term best interests of the 
Postal Service, its customers, or the economy. 

Part of last year’s legislative “fix” of CSRS required the Postal Service to pay military, 
Peace Corps and other government retiree benefits. This action transferred $28 billion in 
additional obligations to ratepayers. These costs are not rightly the responsibility of the 
Postal Service and its consumers and customers. Unlike other federal agencies, the USPS 
does not receive federal appropriations but must charge its consumers and customers for 
the services it provides. The cost of military service time for most federal agencies is paid 
for by the general treasury, and thus taxpayers as a whole. Singling out postal ratepayers 
to cover this obligation that benefits all taxpayers is thus unfair. Customers are able to 
cover the costs of Postal Service operations through the rates we pay. However, adding 
additional expenses, such as retirement benefits earned as the result of military serv'ice, 
pushes postal rates up to uncompetitive levels, drives business to seek alternatives, and 
undermines the financial viability of the Postal Service itself The Presidential 
Commission’s recommendation to undo last year’s damage by removing responsibility 
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for military pensions from Postal Service customers should be immediately acted upon by 
this body. The USPS and its customers have no more business paying military retirement 
benefits than paying for missiles, or traffic lights or public housing. Of course all of the 
customers of the Postal Service (with the exception of nonprofit mailers) are also 
taxpayers, and our taxes fund these and other programs. To be required to pay for them 
again through higher postage rates is a form of double-taxation. 

In implementing last year’s fix to the CSRS over-funding, the 0PM made an accounting 
change with regard to allocating the responsibility to pay for pensions earned as a result 
of work performed by postal employees prior to 1971, The 1 970 Postal Reform Act 
made the Treasury responsible for employee benefits while working for the old Post 
Office Department and it made the Postal Service responsible for benefits earned after it 
took over. For years, the benefit obligation for retirees with employment both before and 
after 1971 was allocated between the Postal Service and the Treasury based on the 
number of years of service employed at each agency, allocating the same dollar amount 
to each year of employee service. Last year, when the factual actuarial error regarding 
CSRS funding was corrected, the Office of Personnel Management quietly switched to a 
new allocation method that effectively shifted a large portion of the pre-1971 obligation 
to the Postal Service to the detriment of Postal Service and therefore its consumers and 
customers. While there can be legitimate disagreement about the proper method for 
making judgements about allocating the benefit obligation, the factual actuarial error is 
not open to judgement and opinion. The allocation method used for 32 years was fair and 
was recently determined to be consistent with common practice by an actuarial firm 
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commissioned by the Postal Service. Changing it now shifts pre-1971 Treasury 
obligations to the Postal Service and its ratepayers as a sort of penalty for finally 
correcting factual actuarial errors that had been allowed to stand for years. The 
difference between the old allocation method, which had been in place for years, and the 
new method, imposed by 0PM, changes the Postal Service’s balance sheet by tens of 
billions of dollars - far more than enough to fully fund both CSRS and retiree health 
benefits liabilities. This is an unfair burden that today’s Postal Service and its consumers 
and customers should not have to bear. 

Additionally, the legislation passed last year required that, for 2006 and beyond, the 
Postal Service must resume making overpayments to the CSRS system (in the form of 
escrow payments) until Congress is satisfied with the Postal Service’s plans. Because 
these funds are from Postal Service consumers and customers — us — they should be 
used to their — meaning our — benefit. Those benefits include operational efficiencies 
and productivity improvements while rate stability and volume growth are maintained. 

In other words, those benefits would provide an overall stimulus for the U.S, economy. 

This Committee can take steps toward righting these wrongs and put the Postal Service 
back on track to growth with better, expanding service. Congress can and should take 
strong action to clean up the misallocation of billions of dollars in paid-in retirement 


dollars by the USPS by: 



First, returning the allocation methodology for retirement benefits earned by USPS 
workers before 1971 to the method utilized prior to last year. The USPS has appealed to 
the Board of Actuaries, as provided for in last year’s legislation, but there is no need for 
Congress to await the result of that appeal to apply this common sense solution and 
eliminate the effects of this arbitrary punitive action. 

Second, by transferring responsibility for military and other government service benefits 
back to the general Treasury to recognize that the Postal Serc'ice is unlike other federal 
agencies that receive federal appropriations. 

Once relieved of both of these unfair burdens the Postal Service will be able to fully fund 
its CSRS and retiree health benefits liability. 

Finally, the Congress should repeal the escrow provision of last year’s law (Public Act 
108-18) through at least 2008 and allow the true profitability of the operations of the 
Postal Service to be utilized to invest in productivity and efficiency improvements and 
generate the economic stimulus of rate stability for this critical component of the U.S. 
economy. 

According to some of the most respected economists studying the postal industry, if all of 
these retirement issues are addressed in a comprehensive way, with the help of other 
meaningful reforms to control costs and grow the business, the Postal Service will be able 
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to fund its retiree health care obligation, eliminate debt, and freeze rates for years beyond 
the requirement of the current law — at least through 2008 and possibly beyond. 

With the retirement funding issues addressed, the principles for postal reform articulated 
by the administration will succeed. In particular, I would note the urgency of applying 
the principles of best practices and flexibility to the areas of pricing and costs. The Postal 
Service needs to be able to respond to the marketplace and, as the Presidential 
Commission recommends, be given greater ability to enter into contracts with its 
customers, large and small. The Postal Service must also be given the tools to control 
costs and manage its resources. These steps will allow the Postal Service to build 
substantial volume that covers its costs and contributes properly to overhead at a time that 
the service will be undergoing major systematic changes that you are championing. I 
would again call your attention to the written materials 1 have submitted to the 
Committee which goes into greater detail on these and other issues. 

The stakes for our economy and the business users of the USPS could not be higher. 
Without prudent action by this Committee and Congress, there is no question that the 
USPS will eventually crumble under the weight of non-market pricing that subsidizes 
general treasury functions. The fate of our employees, our customers, the employees of 
our customers, and our collective shareholders hang in the balance of your deliberations. 

Thank you for your attention today and for the time and energies you have already spent 


on our behalf 
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Mr. SCHROCK. Thank you, Mr. Mulloy. As I listened to you speak, 
I understand your arguments for pension reform and why you be- 
lieve they have been overcharged. I also understand why an ex- 
tended rate freeze would be good for mailers. How would all that 
be good for the Postal Service? 

Mr. Mulloy. I really believe that, as you have heard many peo- 
ple on the panel say, a normal amount of price increase is to be 
expected in relation to inflation is in fact the wrong way to ap- 
proach a business. I think it is important that mailers and the con- 
sumer look at the mail channel as having pricing stability and in 
fact use price to encourage the kind of behaviors that are going to 
drive greater efficiencies and productivities to better prolong the 
life of the U.S. Postal Service. It is a vital part of the communica- 
tions fabric of our country and the business fabric of our country. 
We think that prolonging that and extending the life of it and mak- 
ing it an even more vital part of our economy is critical. 

Mr. ScHROCK. Mr. Davison. 

Mr. Davison. Congressman, we heard from our customers loud 
and clear that they felt the price of our products were too high. We 
completely changed our strategy. We completely reinvented our 
supply chain and changed everything about our company, including 
launching a retail concept where we offer regularly half-price cards 
every day. We have been rewarded with increased volume, in- 
creased demand, increased consumer traffic. There is a factor of 
elasticity of demand in many things. I suspect strongly and have 
actually read some research that confirms that the amount of con- 
sumer mailing, at least, is strongly dependent on the price paid at 
certain times of the year, in particular holiday card times where 
there are multiple sending situations. 

So I think there is a case to be made in a variety of industries, 
certainly within a variety of mail segments, that getting some cost 
control and efficiency improvements will actually improve the 
amount of mailing. It does not have to be a zero-sum game. That 
does not mean that you pay people less. It just means that you im- 
prove the system to get more out of it. 

Mr. SCHROCK. Mr. Hess, do you have any comments on that? 

Mr. Hess. Only that I do not speak of course from a profit per- 
spective, as everyone else here does. I am speaking for the non- 
profits. But in terms of how it would help the Postal Service, we 
believe that some stability in the rate structure is going to keep the 
volume of mail from the nonprofits up higher than it ordinarily 
would if there is not stability in the rate structure. 

Mr. ScHROCK. Yes, I understand. There are some who believe 
that the U.S. Postal Service will soon be obsolete due to the high- 
tech types of things and little machines like this that all of us seem 
to carry. Why is there a place for mail in this economy? By asking 
that, I am not suggesting there is not. I believe there is, but I 
would like to get your spin on it. 

Mr. Hess. From the nonprofit perspective, we are unlike busi- 
nesses in that so many of us do not have computer terminals like 
a business is often equipped to do. We have to rely on the U.S. mail 
and we do. 

Mr. Davison. When computers were invented, everybody said we 
were going to get rid of all sorts of paper in the office. I do not 



422 


know about your office, but mine is still filled with lots of paper. 
When the video cassette came out, they said that movie theaters 
were going to go away. When e-mail came out, everybody said that 
people will stop sending greeting cards. None of those things have 
happened. There is a place for hard-copy correspondence, and there 
is keepsake value of certain things that come through the mail. 
There is just intrinsic value that cannot be harnessed in other 
ways. So I do not see the mail system as obsolete. It may go 
through increases and decreases in volume and load, but I think 
through some of the ideas that you have heard expressed here and 
elsewhere, there is an opportunity to continue to stimulate that de- 
mand. 

Mr. SCHROCK. I agree. When I finally leave Congress some day, 
I want to come back and be the person that sells paper to this 
place. [Laughter.] 

I can make a fortune. 

Mr. Mulloy. 

Mr. Mulloy. I would add to that, and probably even emphasize 
it more, that if you look at what has happened to most of the com- 
puter-driven business models, they have greatly enhanced their uti- 
lization of the mail to converse with the customers that they tend 
to prospect through the computer. It is an irreplaceable commu- 
nication device that is important to the fabric of our country and 
our economy. For us to underserve it and underutilize it in the fu- 
ture or today is a crime. I think what we are really arguing for, 
all of us here, is that there are growth opportunities in this chan- 
nel. It is not an obsolete channel. It in fact is an incredibly positive 
communication device for our economy. 

Mr. SCHROCK. Yes, thank you. 

Mr. Davis. 

Mr. Davis of Illinois. Thank you very much. I thought for a 
moment there that you would come back as the Postmaster Gen- 
eral. [Laughter.] 

Mr. ScHROCK. That wouldn’t be all bad either. 

Mr. Davis of Illinois. Well, lots of work to do. 

Gentlemen, let me thank you so much for your patience and also 
for your testimony. During the last discussion, we heard a great 
deal about financial transparency. Do you think that perhaps an 
outside auditor or some other independent source should certify 
that the data we are getting from the Postal Service in terms of 
product costs, financial results and other data are complete and us- 
able to make decisions and determinations about it? 

Mr. Mulloy. I guess I would say, sir, that I believe that the peo- 
ple of the Postal Service are a very high integrity, very highly in- 
telligent group of people. I think they have the ability to fully as- 
sess and evaluate the data that exists about their business. I think 
what we would encourage you, and I think from the thrust of the 
two panels today you have heard us say that what we are really 
asking is that they be empowered to take the actions that such an 
analysis would in fact lead them to. That is the biggest single need. 
They have the access. They have the ability, and we all I think are 
very complimentary of the people of the Postal Service in terms of 
their capabilities in that area. 
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Mr. Davison. I would agree with Mr. Mulloy. In most respects, 
I will differ slightly from his comment in one area. I have the ut- 
most trust and respect for the job that our current postal officials 
are doing. I have been very impressed as I have gotten to see their 
work and their approach. I believe they are very serious about im- 
proving their system. But just as we have outside auditors, I do not 
think it is a bad thing to have checks and balances. I like the idea 
of making sure that reports and figures in particular are free from 
any material misstatement; that there hasn’t been any incidence of 
improper reserves. There are lots of judgments that go behind put- 
ting financial statements together. It is good to have an outside 
body, plus consistently applied rules, in our case general account- 
ing principles, that help guide that. 

I also think that we have a regulatory process that has come 
under some fire. In some respects, the regulatory process has 
worked in protecting the citizen interests quite well. But what I 
think everybody would agree with is the process has been complex 
and expensive. Part of that is the financial transparency issue. It 
takes a lot of time to get information and get data because the sys- 
tem is set up to be litigious and confrontational. In a 
confrontational environment, you do not want to lay your cards on 
the table. So I think that is part of the drive that really gets to 
your question also. Congressman. 

Mr. Davis of Illinois. Let me ask you, we have recently found 
a couple of pots of money, like at the end of the rainbow there is 
a pot of gold. We found it for the Postal Service. I mean, what ex- 
ternal auditing activity or look-see by others maybe would have 
found that money sooner? Could we perhaps have known about it 
a little sooner? 

Mr. Davison. In a risky statement, I would say that I think it 
probably would have, because I think what has happened, as Mr. 
Davis is saying here, is that the Postal Service over a period of 
time felt unable to challenge some of the numbers that were being 
assigned to it by the government, by the Treasury. The reality was 
that perhaps some additional ability to challenge those numbers 
would have helped unearth the fact that they were being incor- 
rectly charged over those very many years. 

I think that is the same issue I am raising now with what they 
have done in the appeal to the Board of Actuaries, is that they 
have an outside party that is saying the prior methodology is the 
predominantly used methodology for firms facing the same issue of 
two-employer allocations based on years of service. We need to lis- 
ten to those people when they bring those kinds of facts forward, 
and in fact react to it. That does not mean you blindly accept it, 
but you certainly listen to the learned input from outside bodies. 

Mr. Davis of Illinois. I raised the issue earlier relative to man- 
agement. I don’t know if either one of you would hazard to make 
any recommendation to the postal system. As we go through this 
process, I do suggest that they have more people to be accountable 
to. I suspect that labor issues are going to become a concern as we 
reconstitute, reform, do whatever it is that we do. 

Would you have any recommendations as to how the labor issues 
may get handled as we look at some transformation? 
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Mr. Davison. I am not a labor expert. I do not want to offer my- 
self as such. But I do think that we have to pull everybody into 
this effort, and all understand where our selfish and enlightened 
best interests lie. It is really not about paying people as little as 
we can pay them. It is about having a viable system that brings 
value and adds value. I think the answer to some of the specific 
labor questions that were raised in the Commission’s report — I am 
not an expert, I am not familiar enough to understand the alter- 
natives or history — ^but I think it is important that we take a com- 
prehensive view and work together to get this issue solved. 

Mr. Mulloy. I would add to that I think that there should be 
a partnership at the table, because what we are trying to focus on 
here is the growth that is inherently present, we believe, in the 
system. Therefore, that is good for labor, it is good for manage- 
ment, it is good for the entire institution. That builds continuity 
and longevity in employment. It guarantees pension benefits and 
health care benefits for retirees. It is good for all constituencies and 
all stakeholders, if you will, in the business. 

Mr. Davis of Illinois. I guess finally, universal service as we 
have heard it described, I would assume that you all are in agree- 
ment with that. What about the issue of collective bargaining? 
There are some people who feel that collective bargaining puts 
management at certain kinds of risk, and puts even an entire oper- 
ation at certain kinds of risk. Do we have any feelings about that, 
or any comments that you would venture relative to that? 

Mr. Mulloy. I think that the experience would say that there is 
some role for arbitration in the process of negotiation. I think that 
it cannot be an arbitrary arbitration. It should be in fact supported 
by both parties and provide some stability to it. I think that a good 
dialog between both parties is the most critical element. I would 
say that based on everything that I have seen in the last few years 
that a positive relationship has been generated between both labor 
and management at the Postal Service. I think there is a construc- 
tive dialog that is going on today, recognizing both the opportuni- 
ties and challenges that are present. I think that if we can put the 
right sets of reforms in place and your committee can help us do 
that, then I think it creates an environment where both parties can 
have positive and constructive dialog, even when there are issues 
between the two. 

Mr. Davis of Illinois. Thank you. 

Mr. Davison. I would concur with that. My goal is to see the 
Postal Service become viable in the future, not to eliminate collec- 
tive bargaining per se. My experience with change in an organiza- 
tion is that you have to get everybody on board, and this is a very 
large organization, 750,000 employees or so. Change does not hap- 
pen just because managers decide change is going to be occurring. 
Change happens because the people that actually do the work em- 
brace that change and move things forward. I think without bring- 
ing people on board and hearing what they have to say, under- 
standing what their needs and concerns are, we are not going to 
have meaningful change. It is just that simple. 

Mr. Davis of Illinois. Gentlemen, I thank you very much for 
your patience, and certainly for your participation. Mr. Chairman, 
I have no further questions, and yield back my time. 
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Mr. SCHROCK. Thank you, Mr. Davis. 

As all of us consider the essential components of comprehensive 
postal reform legislation, what in your views are the key areas that 
we should include in that legislative package? 

Mr. Hess. From the nonprofit perspective, it would be rate sta- 
bility. We still prefer some form of indexing, whether it be pegged 
to CPI or inflation or whatever. That is important to us. 

Mr. ScHROCK. Mr. Davison. 

Mr. Davison. From a consumer and marketing perspective, even 
pegging something to inflation is a bit of a concession. Lots of prod- 
uct pricing in my industry and others go down regularly. So I think 
we should look for some real cost improvement in the system that 
will make it a more viable system and bring more value for the 
participants. 

I would also add some strong consumer protection or citizen 
mailer protection; some sort of regulatory checks and balances. I do 
not think anybody has been advocating for an unregulated monop- 
oly. That is essential, and whatever mechanism you choose to em- 
ploy, there are a variety of them, but some consumer protection is 
absolutely essential. 

Mr. SCHROCK. Mr. Mulloy. 

Mr. Mulloy. I would just say that there are two that I would 
first and foremost jump on, one of which would be a comprehensive 
and total dealing with all of the retirement issues that are on the 
table, from health care benefits, CSRS, the pre-1971/post-1971 
issues I raised, and the military. I think there are four issues 
there, all of which can be dealt with and there will still be a sur- 
plus of funds which then is an opportunity for the Postal Service 
to really embark on a true system of reform as outlined by this 
body. 

The second thing would be that the Postal Service be empowered 
to utilize pricing for what in reality pricing is within a business en- 
vironment, which is an opportunity for growth. The most successful 
retailer in America, one of our largest clients, in fact utilizes price 
reductions as a way of encouraging growth. They grow revenue 
through price reductions because they encourage the kinds of be- 
havior that attracts market share and performance. We believe 
that those opportunities, and I think the panels have all indicated 
we see growth opportunities in this channel, that mail is an un- 
tapped potential in terms of growth. Price can become a major em- 
powerment to attract growth. 

Mr. ScHROCK. I have one final question, and it is a followup to 
that question. What do you think we absolutely should not include 
in this postal reform legislation, or what areas might best be ad- 
dressed outside of legislation? 

Mr. Davison. That is a difficult question. 

Mr. ScHROCK. I did not say it would be easy. 

Mr. Davison. And there are a lot of things that I could envision 
in ways to answer that. 

From my perspective, I guess I would say I think this is some- 
thing that we are going to do every three decades or so, and this 
is going to have lasting import. So I think it is important to try 
to put in place a structure that has some permanence, to not try 
to legislate too many details. In my own judgment, to Congressman 
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Davis’ question, there is a broader constituency here that we need 
to serve, but that is not a lot different than a business serving its 
customers. So I think we have to establish some ground rules and 
then put some essential checks and balances in place, and hope- 
fully the wisdom of those folks and the guidance that you provide 
will allow us to have a good, stable, durable system without your 
having to cover every detail. 

Mr. Mulloy. I would kind of suggest that — and I would hope 
that the work of this body would be not looking at the mail channel 
that represents about 9 percent, as you have heard, of our gross 
national product, employs 9 million people — that in fact this is not 
a stressed industry that is going out of business, and that we are 
looking at an inevitable spiral; that we in fact come up with a 
package of reforms that truly recognizes there is opportunity for 
fulfillment in this business and that we put things in place that 
allow it to make better business judgments, that will allow it to 
recognize the destiny that is there for the Postal Service and for 
every one of its associates. 

Mr. SCHROCK. Mr. Hess. 

Mr. Hess. I do not have anything to add to that, Mr. Chairman. 

Mr. SCHROCK. OK, thank you. 

Let me conclude by saying, when I asked to come on this panel, 
I came on this panel with preconceived notions about what I 
thought the Postal Service was and what needed to be done. It is 
kind of interesting, in the three hearings we have had, and espe- 
cially the one we had in Chicago and the one we have had today, 
those preconceived notions have been destroyed, because thanks to 
people like you and the first panel, and the wonderful folks we had 
in Chicago, I think I understand this better. I think the more of 
these hearings we have, the better able I am going to be to come 
to a final conclusion on what is best for America and of course 
what is best for the postal system. 

So this has been very, very beneficial to me. I can tell you, I 
thank you all very much. I thank all the witnesses for appearing 
today, and I want to thank the staff who have done a magnificent 
job. These things are not easy to set up, especially when you go out 
of town like we did to the Windy City. I say that with all due re- 
spect, by the way. I really appreciate your efforts as well. 

The record from this hearing will be kept open for 2 weeks to 
allow witnesses to include other information in the record. Again, 
I thank you all and this hearing is now adjourned. 

[Whereupon, at 5:05 p.m. the panel was adjourned, to reconvene 
at the call of the Chair.] 

[Additional information submitted for the hearing record follows:] 
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February 10, 2004 
TESTIMONY BEFORE 

HOUSE GOVERNMENT REFORM COMMITTEE 
SPECIAL PANEL ON POSTAL REFORM AND OVERSIGHT 

Christopher G. Cleghorn, President 
Aiiiance of Nonprofit Maiiers 
Washington, DC 

Mr. Chairman, thank you for the opportunity to continue our open dialogue with you and your 
colleagues on issues surrounding reform of the Postal Service. We continue to respect the process 
that you, your colleagues and your outstanding staff have created to find thoughtful answers to the 
complex questions before us. 

The Alliance of Nonprofit Mailers represents hundreds of nonprofit organizations that, in turn, 
represent thousands of statewide and community-based affiliates and chapters. As a nonprofit 
executive with Easter Seals in Chicago, I also currently serve as the President of the Alliance. Our 
membership stretches throughout all segments of the nonprofit community — incorporating 
religious, charitable, educational, scientific and philanthropic groups. 

America’s charitable mission relies upon the mail to raise funds and disseminate information that 
serves our country and our communities. As you may know, my organization, Easter Seals, assists 
more than one million children and adults with disabilities and their families annually through a 
network of more than 90 affiliates and 450 service sites across the United States. To support this 
mission, we mail roughly 50 million pieces of mail per year. 
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We look to public policy decision-makers to protect and strengthen the Postal Service so that we 
may continue to rely upon mail as an affordable and reliable communications network. Throughout 
the recent deliberations — whether on Capitol Hill, before the President’s Commission or in rate 
case proceedings — our message has been very consistent; 

For nonprofit mailers, postal reform is all about postal rates. Every dollar saved from excessive 
postal rate increases is a dollar spent on the mission of the nonprofit organization. 

The recent respite from back-to-back postal rate increases has been most welcome by America’s 
nonprofit organizations. Prior to the passage of the retirement funding relief bill last year, we had 
experienced a crippling string of continuous rate increases. We thank you for your work in passing 
CSRS reforms last year. We know that without that bill we would be faced with additional postal 
rate increases today. 

We also know that the relief won last year in the passage of retirement funding reform was only 
temporary. The Postal Service is already bracing to file for another rate increase in the coming 
months. Delaying additional, unnecessary increases — or mitigating the damage of such an increase 
— is good public policy to us. 

Therefore, our first, and most important, request of Congress this year is to address the immediate 
fiscal stability of the Postal Service. We urge Congress to resolve the important issues surrounding 
the CSRS escrow fund and more fairly resolve the assignment of military service time costs for those 
USPS retirees covered in the CSRS plan. We also ask for your help in securing the necessary $770 
million appropriation for the USPS costs associated with homeland security responsibilities, 
including mail irradiation and the USPS emergency preparedness plan. Federal agencies are the only 
mail recipients benefiting from the added protections of mail irradiation — those expenses should be 
met with appropriations from the Congress. 

A fair and rapid resolution of these financial uncertainties will allow opportunities for the USPS to 
extend the current rate cycle and allow all of us in the mailing community an opportunity to increase 
mail volumes and fuel new growth for the Postal Service. 
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However, in the long term, significant reforms of the laws that guide and govern the Postal Service 
must be embraced if we are to protect the concept of an affordable postal service that offers universal 
service at a fair price to our citizens. 

We endorse many of the same proposals that were outlined by the President’s Commission and 
included in the postal reform principles articulated by the Administration. 

• Implement Best Practices: Reform should ensure that the Postal Service’s governing body is 
equipped to meet the responsibilities and objectives of an enterprise of its size and scope. 

• Transparency: Reform should ensure that important factual information on the Postal Service’s 
product costs and performance is accurately measured and made available to the public in a 
timely and understandable manner. 

• Flexibility: Reform should allow the Postal Service’s governing body and management the 
authority to reduce costs, set rates, and adjust key aspects of its business in order to meet its 
obligations to customers in a dynamic marketplace. 

• Accountability: Reform should guarantee that a Postal Service operating with greater flexibility 
has appropriate independent oversight to protect consumer welfare and universal mail service. 

• Self Financing: Reform should ensure that a Postal Service operating with greater flexibility is 
financially self-sufficient, covering all of its obligations. 

Of course, the USPS can unilaterally address many of the recommendations made by the President's 
Commission without the necessity of legislation. At the urging of the Congress, the USPS has 
embarked on an aggressive and productive Transformation Plan. Congress should continue to 
encourage USPS leadership in this direction and request continuous updates on the direction and 
progress of the transformation efforts. 

When the Alliance testified before the President’s Commission last year, we expressed serious 
doubts about clarity of financial reporting by the USPS — especially during rate case proceedings. 
And, as I mentioned earlier, we expect another rate case filing in the coming months. We are 
particularly concerned that the current process of compiling financial data, presenting financial data, 
filing multiple interrogatories about the reliability of financial data, etc., takes up months and months 
of the ratesetting process. Furthermore, disagreements between the PRC and the USPS over 
accounting methods add confusion and complicate the process, thus extending the ratesetting 
calendar. Postal financial information relative to postal ratesetting should be shared in an ongoing 
fashion with the PRC so that, when a new case is filed, the responsible agencies begin the process 
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with an identical understanding of the financial position of the USPS. Such a proposal would 
dramatically slash the time required to litigate rate cases. 

We are also hopeful that new changes to the postal ratemaking process imposed by the Postal Rate 
Commission (PRC) in the recent rulemaking proceeding (RM2003-3) will introduce a new measure 
of transparency to rate case proceedings. 

The President’s Commission recommended a series of approaches to addressing the transparency of 
the USPS — including the imposition of an SEC-type of financial reporting. We understand that the 
USPS is acting independently to include enhanced disclosures in expanded financial reports. We 
applaud the USPS Governors and management for acting quickly to address this recommendation. 

While we do not oppose recent efforts to construct an “indexed” style of postal ratesetting regime, 
we maintain concerned with any legislative approach that would diminish objective oversight of the 
USPS in the ratesetting arena. Past draft legislation on postal reform from the House of 
Representatives has proposed to limit postal rate increases to a Consumer Price Index (CPI)-based 
percentage increase reduced by an appropriate productivity adjustment — with no opportunity for 
exigent rate increases should the USPS fail to control costs. This is a reasonable approach to 
providing rate flexibility. Unless the USPS is required to operate within strict revenue limits 
bounded by the CPI-based increases, it will lose the incentive to improve efficiency. 

As Congress considers granting new powers and authority to the USPS Governors and management, 
we also urge the addition of vigorous oversight by Congress and the Postal Rate Commission. The 
PRC should be granted subpoena authority in rate case and classification proceedings. 

There are other lessons learned from the not-so-distant past that give us pause. If we could all rely 
upon the USPS to act responsibly, sensibly and with the overall needs of our national mail delivery 
network in mind whenever decisions are made or prices are set there would be little room for 
concern here. But too often in the past, USPS officials have been found to demonstrate faulty 
decision-making counter to the rational self-interest of the USPS itself. 

Some nonprofit mailers were disappointed in the recent rulemaking process that altered the 
cooperative mailing regulations. When the proposed rule was first introduced, a thoughtful 
alternative was proposed by the Alliance of Nonprofit Mailers, the DMA Nonprofit Federation, 
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Independent Sector, the Association of Fundraising Professional and the Association of Direct 
Response Fundraising Counsel. If the USPS had better incorporated the proposals of this 
overwhelming block of the nonprofit mailing community, we would certainly have avoided the 
acrimonious fervor surrounding that final rule. The rulemaking process did not work well in that 
instance. 

Mailers are currently wrestling with a series of new regulatory decisions imposed by the USPS 
having to do with mailing requirements, such as automation compatibility, mailpiece design, content 
and other somewhat subjective decisions that determine whether a mailpiece must be mailed at an 
expensive or affordable rate. In the past, the House Subcommittee on the Postal Service was very 
helpful in reviewing USPS policies on the imposition and collection of revenue deficiencies. We 
recommend that postal reform legislation consider stronger checks and balances over USPS authority 
in changing or altering substantial rules and regulations. 

We recognize that postal reform is a very challenging task for public policy decision-makers. There 
are so many different points of view that must be considered and reconciled. We thank you for your 
willingness to listen to our views. As we have been in the past, the Alliance of Nonprofit Mailers 
stands ready to work with you and your colleagues to address meaningful postal reform in the 
Second Session of the 108"' Congress. 


Cleghom Testimony - Page 5 



432 


Before the 

House of Representatives 
Committee on Government Reform 
Special Panel on Postal Reform and Oversight 


Statement of the 

Association for Postal Commerce 


February 9, 2004 



433 


Before the 

House of Representatives 
Committee on Government Reform 
Special Panel on Postal Reform and Oversight 

Statement of the 

Association for Postal Commerce 
February 9, 2004 

The Association for Postal Commerce (PostCom) represents many of the largest business 
users of all classes of mail; in short, PostCom is an association of many of the Postal Service’s 
best customers. As such, PostCom has a strong interest in these postal reform proceedings, and 
in the financial viability of the Postal Service well into the future. 

The Report of the President's Commissbn on the United States Postal Service has left no 
doubt that there is a critical need for reform of the laws and policies that govern the Postal 
Service. PostCom strongly believes that new legislation must be introduced and passed in this 
session of Congress if the Postal Service is to be transformed into an effective and efficient 
public enterprise, capable of providing affordable universal postal services well into the future. 
The time to act is now. 

PostCom has participated in the process that led to the issuance of the report of the 
President's Commission, and generally supports many of the recommendations in the report. We 
have also worked closely with our members to develop our Association’s recommendations for 
Postal Reform. In developing our recommendations, we have reviewed the final 
recommendations of the President’s Commission, and the latest Congressional legislative 
proposals, and have attempted to develop a coherent perspective of what kind of changes reform 
legislation should induce. 



434 


PostCom has presented this perspective in the form of eight essential elements, as 
follows: 

F ix CSRS and Military Benefits 
Require Bottom Up Costing 
Enable Pricing Flexibility 
Expedite the Administrative Process 
Define Universal Postal Services 

Optimize Management Authority, Incentives, and Pay Comparability 

Maintain the Mailbox Monopoly 

Strengthen Regulatory Oversight/Transparency 

These principles - taken together - spell FREEDOMS. PostCom believes that if these essential 
elements are all addressed in postal reform legislation: (1) the Postal Service will obtain the 
necessary freedoms to maintain rate stability, to price efficiently, and to transform its network; 
(2) mailer-customers will attain the freedom to purchase the delivery services they need, with 
open access to the postal network at efficient prices; and (3) the American Public will preserve 
its freedoms of access to information, services, and goods at reasonable prices. 

These elements provide the necessary conceptual framework, and orginizational 
opportunities and incentives for postal reform, under the oversight of a new, independent, 
regulatory body. Further, we believe that these essential principles provide a realistic balance of 
the competing interests on these matters, and provide abundant safeguards to prevent the Postal 


- 2 - 



435 


Service from unfairly competing. We therefore urge the Members of this Committee and the 
House to move forward in developing legislation that will realize these principles. 

1. Fix CSRS and Military Benefits 

Prior to P.L. 108-18, the Postal Service was required by statute to make specified 
amortization payments to the Civil Service Retirement System ("CSRS") fund regardless of 
whether that over funded or under funded its payout obligations. Following review of the Postal 
Service's contributions and obligations to the CSRS at the behest of the General Accounting 
Office (GAO), the Office of Personnel Management (OPM) determined that the fund was on 
pace to be over funded by $78 billion. As a result, the Administration proposed legislation to 
correct the over funding of these benefits. P. L. 1 08- 1 8 corrected the over funding by requiring 
that future annual contributions to CSRS be dynamically funded based on the actual benefit costs 
resulting from that year's service. It also established an escrow arrangement for FY 2006 and 
beyond, pursuant to which the funds may be released once an understanding is reached of how 
the Postal Service would use the "cost-savings" -or more aptly, overpayments. 

In theory, the legislation would eventually relieve the Postal Service of billions of dollars 
in annual payments. However, when OPM calculated the Postal Service's current and future 
CSRS obligation, it assumed that the Postal Service was responsible for benefits associated with 
military and volunteer service time. That assumption was codified in P.L. 108-18. Further, in 
preparing its response to GAO, OPM changed the long-standing method used to allocate postal 
employee pension obligations between the Treasury Department and the Postal Service. The 
Treasury Department was historically responsible for obligations caused by employee service at 
the old Post Office Department (POD). The Postal Reorganization Act of 1970 provided that the 
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Postal Service should be responsible for the obligations associated only with employee service 
after the 1971 reorganization. The 0PM shifted tens of billions of dollars in POD obligations to 
the Postal Service. Under P.L. 108-18, the Postal Service can appeal this change before an OPM 
appointed actuarial board, and is doing so. 

These changes to the Postal Service's pension obligations are historically incorrect and 
simply unfair. Unless rectified, their results threaten the viability of the postal system. Until 
P.L. 108-18, the Postal Service — like all other CSRS participants — was not obligated to cover 
military and volunteer service time benefits for its employees and retirees. Thus, P.L. 108-18 
places a new and unique burden on the Postal Service - responsibility for CSRS benefits 
associated with a postal employee's military and volunteer service time, including such benefits 
that accrued prior to the employee commencing employment with the Postal Service. And the 
OPM's new allocation method burdens the Postal Service with POD obligations, an action that 
the 1970 Postal Reorganization Act meant to avoid. 

The Postal Service is a self-supporting government entity; its customers cover its costs. 

Its customers should not be required to subsidize taxpayers and the U.S. Treasury by covering 
the costs of retirement benefits associated with a postal employee’s military and volunteer service 
time and POD obligations. Postal Service customers are taxpayers too. Congress should not 
impose what amounts to a hidden and discriminatory federal tax burden on entities that use the 
mails to conduct their business. This problem must be corrected. Legislative action is required 
to permanently transfer responsibility for all pension costs for CSRS and FERS employees 
attributable to military and volunteer service to the Treasury Department, and to reverse OPM's 
transfer of POD obligations to the Postal Service. 
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In sum, PostCom believes that the Postal Service should be relieved of the escrow 
obligation and responsibility for pension costs for military, volunteer and POD service that is 
properly attributable to the U.S. Treasury. However, PostCom does not suggest that this should 
result in effectively issuing a blank check to the Postal Service. If these excessive Postal Service 
obligations are corrected, the "cost savings" (overpayments) should be used to delay and 
moderate future rate increases, and prefund currently unfunded postretirement health benefits 
obligations. The savings should not be used for additional debt repayment or capital investment; 
If the Postal Service is to be managed prudently as a government enterprise, decisions regarding 
repayment of outstanding debt and capital investment should be independently justified using 
standards comparable to those applied in the private sector. 

2. Require Bottom Up Costing 

By “require bottom up costing,” we mean that the regulatory framework should require 
that the Postal Service develop and propose baseline and new rates based on the costs of 
resources consumed through services provided at \arious points of access to the postal network. 

To explain this point, we provide a bit of background on the current Postal Service cost 
accounting methodology. The current methodology centers on the mail subclass, that is, a group 
of mail that receives the same service level and has similar operational and market demand 
characteristics. For example. First Class mail has one subclass for letters, cards and flats, and 
another for Priority Mail; Standard Mail has one subclass for Standard Regular, and another for 
Enhanced Carrier Route. Subclass centered costing looks at average cost causation by class of 
mail, rather than the services or activities the Postal Service performs. A significant percentage 
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of postal costs cannot be traced back to any particular class of mail, and these are referred to as 
"institutional costs". 

Unlike subclass based costing, "bottom- up costing" will provide information on the 
actual costs associated with resources that are consumed to provide services at various points of 
entry in the postal network. For example, within the Standard Mail class, mail can be entered at 
an origin bulk mail acceptance facility, an origin bulk mail center, an origin sectional center 
facility, a destination bulk mail center, a destination sectional center facility, or a destination 
delivery unit. Mail entered at an origin point will incur considerably greater processing and 
transportation costs than mail entered at a destination point. We believe bottom- up costing will 
result in greater financial transparency. 

Furthermore, bottom- up costing will promote worksharing, the private sector - public 
sector partnership that is the only means of achieving the lowest combined cost for mailers. 
Under the current regulatory framework, rates are designed to cover attributable costs, plus a 
markup of a share of the non-attributable, institutional costs. A base rate for a subclass is 
derived. Worksharing by mailers is reflected as a discount off of the base rate, and calculated on 
the basis of the costs the Postal Service "estimates" it "avoids" from the mailer's effort. When 
the discount inadequately reflects the costs of the activity, worksharing does not occur. With 
“bottom- up costing,” when the costs attributable to particular postal activities become 
transparent, more worksharing opportunities will become apparent. And instead of designing 
worksharing discount (down) Irom the base rate, the Postal Service would be more likely to 
design a workshare rate (up) to cover the costs of resources actually consumed. 

By requiring bottom- up costing and giving the Postal Service pricing flexibility and 
management incentives, with proper regulatory oversight, the postal economy will be better able 
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achieve the most economically efficient private sector - public sector combination of postal 
services. Simply stated, "bottom-up costing" is the key to the movement of the mailing industry 
towards the unbundling of services and open access to the network analogous to that which has 
already been legislated and achieved in the telecommunications industry, 

3. Enable Pricing Flexibility 

The Postal Service simply must have greater pricing flexibility to run its business in a 
changing market environment, and to meet the evolving needs of customers. However, we are 
also acutely aware that the Postal Service is a monopoly, and there must be competent regulatory 
oversight over the rates and terms of service of non-competitive postal products. Therefore, 
PostCom supports pricing flexibility in the form of incentive-based rate regulation. 

Incentive-based rate regulation, and more specifically, rate ceilings (price caps) on non- 
competitive products, would provide Postal Service managers with greater flexibility to respond 
to the market place and customer needs, while imposing cost control discipline. Together with 
relieving the Postal Service of the breakeven constraint and incentive -based compensation, rate 
ceilings will induce postal management to realize new efficiencies, and enable postal 
management to respond to price sensitivity. 

Congress should legislate an expeditious administrative process for determining baseline 
rates for non-competitive services, and should provide clear guidelines that baseline rates be 
predicated not only on cost causality, but also on market demand, price sensitivity, and other 
competitive conditions. Congress should also legislate a simple, straightforward design for a rate 
adjustment factor by combining an inflator with a productivity factor. Baseline rates, as well as 
any changes to the rate adjustment factor, and reclassification of any non-competitive service as 
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competitive may be litigated before the new Postal Regulatory Board (the need for which we will 
describe later). Congress should not step away from its responsibility to establish the initial 
regulatory scheme - but any detailed improvement to the initial framework may be litigated 
before the Postal Regulatory Board, With the exception of requiring financial transparency and 
proscribing cross- subsidies of competitive services by non-competitive services, rates for 
competitive services should be virtually miregulated. 

4. Expedite the Administrative Process 

The current ratesetting process can take as many as eighteen months. It is a burdensome 
and costly process for both the Postal Service and its customers. And the delay between the time 
the Postal Service proposes new rates, and the effective date of these rates ensures only that the 
Postal Service cannot respond effectively to changing economic conditions or current business 
opportunities. This burdensome ratemaking process should be abolished. 

By enabling pricing flexibility, requiring bottom up costing and demanding greater 
financial transparency, Congress will go a long way towards expediting the administrative 
process. The current ratemaking process will be obsolete - it should be eliminated in favor of 
periodic proceedings to review proposed changes to the rate adjustment factors. Rate changes 
within the limits of annual rate ceiling adjustments should be subject only to after-the-fact 
review. And Congress should legislate statutory deadlines of four or five months for completion 
of any necessary administrative processes. 

Legislation should limit evidentiary, trial- type hearings only to specific types of 
proceedings. PostCom believes that under its proposed rate ceiling framework, trial-type 
hearings are probably only needed in proceedings which involving a change in the design of the 
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rate adjustment factor, a change in the classification of a non-competitive service to competitive 
where there is evidence submitted to the Board that the change may be discriminatory or impairs 
the ability of the Postal Service to meet its universal service obligation, or in complaint 
proceedings where the Board finds there is a material question of fact that cannot be resolved on 
the basis of the pleadings. 

These legislative changes will go a long way to expediting - and reducing the expense of 
- the administrative process. 

5. Define Universal Postal Services 

PostCom supports the recommendation of the President’s Commission that the U.S. 
Postal Service be retained as an independent agency of the Executive Branch, and operated 
primarily as a self-sufficient service provided to the nation for the purposes of communication 
and commerce. We also agree with the premise that the Postal Service should focus its energies 
and resources on providing essential "core" postal services and refrain from those that are not 
essential to its primary mission. To this end, PostCom would support legislation that basically 
limits the definition of “postal services” to the physical delivery of letters, printed matter or 
packages. Aspects of physical delivery include such activities as acceptance, collection, 
verification, sorting and transportation, and directly related services and functions. We believe 
the Postal Service should be prohibited from performing any non-postal functions, with the 
exception of certain government support functions for which it can be fully and directly 
compensated. Its involvement in electronic information systems should be confined to those 
which are ancillary and directly support the performance of its core mission. 
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The time is also ripe to define what is meant by “universal service”. Most people seem to 
assume that universal service means the service we have now, and fail to recognize that this 
service is not the same in all areas of the country. A definition of “universal service” must 
recognize existing local variation, and cannot be so broad as to extend mail service beyond those 
types of points at which mail is now available. Universal service may not now, and may not 
always require daily delivery, six days a week to all mailing addresses. At the same time, 
universal service is a fundamental issue of public policy and any changer in the scope of that 
bedrock principle should be made by - and only by - Congress. So legislation should define 
universal service for now, and require the Postal Regulatory Board to periodically reexamine the 
proper scope of universal service, and report back to Congress regarding the need for further 
legislative reform. 

6. Optimize Management Authority, Incentives, and Pay Comparability 

PostCom believes that postal legislation must optimize the incentives that underlie the 
legislative and regulatory framework of the postal system to foster more rational, economically 
efficient, business-like behavior. To complement rate ceilings, several other important changes 
to the regulatory framework are necessary to create these incentives. First, the breakeven 
constraint must be eliminated. Simply, in our capitalist system, we are motivated by profits. The 
breakeven constraint is stifling efficient behavior, and excessive profits can be otherwise 
effectively controlled through a price cap mechanism that is closely monitored by an active, 
competent independent Postal Regulatory Board. 

Second, postal officers and employees must be given compensation comparable to the 
private sector - where total compensation is tied to productivity gains - in order to induce 
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economically efficient behavior. Analysis of pay comparability for postal management and labor 
should take into consideration the total compensation of the officer or employee, including all 
benefits. 

Finally, the Postal Service must be authorized to close or consolidate facilities, to the 
extent such actions do not substantially impair its ability to provide universal service. If the 
Postal Service is to be operated along the lines of an efficient private enterprise, Congress must 
remove the Postal Service network and facilities from the political arena, and enable the Postal 
Service to manage its network and facilities with a private sector eye towards operational 
efficiency. 

7. IMaintain the Mailbox Monopoly 

Only the Postal Service is currently permitted to have access to the nation's mailboxes 
(18 U.S.C. § 1725). In light of the results of a consumer survey recently conducted for the 
President's Commission, and a 1997 GAO report, PostCom supports retaining this aspect of the 
postal monopoly. Furthermore, the postal monopoly is a public good; therefore, the Postal 
Service should not be free to contemplate revenue opportunities that may be associated with 
opening up the mailbox to private businesses outside of the legislative process. Therefore, 
PostCom would support legislation restricting the Postal Service from adopting regulations to 
alter the scope of its mailbox monopoly, and requiring the Postal Regulatory Board to report to 
Congress where changes to the scope of the monopoly are needed. 
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8. Strengthen Regulatory Oversight/Transparency 

The existing Postal Rate Commission basically has only the narrow authority to issue 
recommended - norrbinding - decisions on mail rates and classifications, and fees for postal 
services. In our view, this authority is woefully inadequate even under the current regulatory 
framework. But it is even truer that as the Postal Service is provided with increased pricing 
flexibility and expanded management authority, the scope of regulatory review and regulatory 
authority must be strengthened, At the same time, the powers of the new agency must be 
carefully defined. It should not be permitted to become a super agency which effectively 
exercises veto powers over all Postal Service activities. Its role should be confined to the 
prevention of monopoly abuse in two key areas - prices and service, including quality of service 
— and its decisions in these areas must have teeth. 

A legislative proposal for postal reform must empower a new and competent Postal 
Regulatory Board, with broader oversight authority, to review not only the baseline rates and rate 
increases, but also the terms and conditions of service the Postal Service offers, and the quality 
of the service the Postal Service provides. Regulatory oversight of service is of equal importance 
as rate regulation in order to ensure that the Postal Service does not elect to sacrifice quality for 
the sake of its bottom line. 

In light of the expansion of this authority. Congress should require that appointees to the 
Postal Regulatory Board have demonstrated expertise and experience relevant to the regulation 
of large complex business or utility entities. 

In sum, the new Postal Regulatory Board must have binding authority, subject only to 
judicial review, to review rate increases for non-competitive products, ensure that revenues from 
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non-competitive products are not cross-subsidizing competitive products, ensure that the Postal 
Service is appropriately accounting for and allocating its costs, ensure financial transparency, 
obtain information from the Postal Service, through the use of subpoena power if necessary, and 
review complaints regarding rates, terms, conditions or quality of service. 

* * * 

In conclusion, taken together, the changes PostCom advocates are designed to create the 
legal and regulatory structures necessary for the Postal Service to reform and transform itself into 
an effective and efficient public enterprise, responsive to its customers. 

We welcome any opportunities to further explain our proposal, and look forward to 
seeing this Committee’s further deliberations, and Congressional action which is so critically 
needed at this time. 

DC2:\S20819 
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February 11, 2004 

TESTIMONY OF JOHN FELLOWS, CHAIRMAN AND 
CHIEF EXECUTIVE OFFICER, DHL WORLDWIDE EXPRESS, INC., 
BEFORE THE SPECIAL PANEL ON POSTAL REFORM 
OF THE COMMITTEE ON GOVERNMENT REFORM 

Good afternoon, Chairman McHugh and members of the Special Panel. My name 
is John Fellows and I am the Chairman and Chief Executive Officer of DHL Worldwide 
Express. First of all, I would like to thank you for the opportunity to testify today and to 
recognize Chairman McHugh and other members of the Panel for your leadership on the 
many complex and sometimes contentious issues affecting the future of the U.S. Postal 
Service. 

DHL: Who We Are. 

Please allow me to preface my remarks with some basic information about our 
company. DHL Worldwide Express, Incorporated (DHLWE) is a U.S. company, 
headquartered in Plantation, Florida, that operates the DHL express delivery network in 
the United States. Our parent company, DHL International, is Belgium-based and owned 
by Deutsche Post World Net (DPWN), a publicly-traded German corporation that, among 
other things, operates Germany’s national postal service. 

DHL, which was founded in 1969 by a group of American entrepreneurs, has 
been a pioneer of international air express delivery service and today is a global industry 
leader. The DHL global network serves more than one million customers located in more 
than 220 countries and territories worldwide, handling 160 million shipments each year, 
of which more than 3 1 million are carried to or from the United States. DHLWE 
provides close to 40,000 jobs for Americans across all 50 states and accounts for the jobs 
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of thousands more who work for other U.S. companies that provide support services for 
the DHL network in the United States. For example, although DHLWE operates its own 
ground services, we contract for all of our airlift in the United States &om air carriers 
licensed by the Department of Transportation, including ASTAR Air Cargo and ABX 
Air. 

This is an exciting time for DHLWE. Just last year, the Company acquired the 
ground assets of Airborne Incorporated, thereby substantially expanding the scope of our 
U.S. network and establishing ourselves as the third largest express delivery service 
provider in the United States. Although our market share remains far smaller than those 
of Federal Express and UPS, we see exciting opportunities for growth due to our 
enhanced ability to offer U.S. shippers an attractive and viable competitive alternative. 
We also have ambitious plans to develop our logistics business, which is further 
increasing our competitiveness by enabling us to offer customers an integrated package 
of express delivery and inventory management services. 

The Postal Service Should Focus on Its Strengths. 

All businesses that function in the courier, express, and postal markets today face 
significant challenges, not only from each other but also from alternative methods of 
communicating and doing business. In this respect, the Postal Service is no different 
from any other competitor. The Postal Service has a unique asset, however, its universal 
delivery network which operates nationwide and with a daily frequency of delivery has 
also evident limitations and is very costly. According to both the President’s 
Commission and the General Accounting Office, the Postal Service’s business model is 
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outdated, its organizational structure too inflexible, and its costs are excessive. The key 
challenge for the Postal Service, as well as law and policy makers, is to determine what 
changes are necessary to preserve a universal delivery network that is efficient and 
beneficial to consumers. 

In fact, the American postal system can be viewed as a network of services 
supported by a wide variety of functions, of which delivery is merely one. Mail 
collection, processing, and transportation are other essential elements. Not surprisingly, 
the Postal Service performs some of these functions better than others. The Commission 
recommended that the Postal Service focus on its core strengths, particularly the first and 
last mile of its mail delivery stream, but, in other areas where Postal Service functions 
can be better and more efficiently performed by private sector companies, the Postal 
Service should outsource to the private sector. Simply put, outsourcing, or worksharing 
as it is frequently called, substitutes lower cost private sector resources for the more 
expensive resources that would be provided by the Postal Service, while also affording 
customers competitive postal network access. This not only creates a mutual benefit for 
the Postal Service and its private sector partners, but also improves the quality of service 
to the customer. The Postal Service should be given the necessary incentives to further 
develop such productive cooperation with the private sector. 

DHL is Both a Competitor and a Partner of the Postal Sendee. 

DHL is well positioned to offer a distinct perspective on these issues because we 
are both a competitor and a strategic partner of the Postal Service. That competition 
occurs primarily in the market for domestic express parcel delivery services. DHL, . 
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however, through Airborne Express, also has partnered with the Postal Service to create 
the innovative and successful Airbome@Home program, under which DHL/ Airborne 
acts as an expeditor, picking up large volumes of parcels from major shippers, then 
moving these parcels through our air and ground linehaul network and delivering it to the 
local post office located closest to the consignee. From there, the Postal Service then 
delivers the parcel the “last mile” to the customer’s residence. As part of the 
Airbome@Home program, we have integrated our world-class tracking system with the 
Postal Service’s Delivery Confirmation offering to provide door-to-door tracking 
throughout the package delivery process. We have a nmnber of variations of the service, 
but our standard offering provides two-to-four-day, door-to-door final delivery to 
residences. Airborne@Home competes with 1-6 day ground delivery offerings, but offers 
quicker delivery for the price. It’s a program that benefits the Postal Service, 
DHL/Airbome, and our customers. 

DHL also has a separate arrangement with the Postal Service whereby DHL 
provides air linehaul transportation in support of the Postal Service’s Global Express 
Guaranteed service for deliveries outside the United States. This cooperative 
relationship enables the Postal Service to enhance its own network and services by 
accessing the networks of private sector express delivery providers, and vice versa. 

It’s also worth noting that the Postal Service’s cooperation with the private sector 
is not limited to express delivery companies. For example, the Postal Service is 
establishing relationships with major U.S. retailers in an effort to market its products 
through locations other than post offices, such as grocery stores. The Commission’s 
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report recommended that the Postal Service expand these partnerships as a way to reduce 
costs and iiirtprove customer service. 

The emergence of this dynamic marketplace, with its multi-faceted forms of 
competition and cooperation between the public and private sectors, suggests a number of 
conclusions; 

• First, the Postal Service’s universal delivery network must be preserved and made 
more efScient. 

• Second, it simply is uiuealistic (and not even necessarily desirable) for private- 
sector express delivery companies to expect Congress somehow to quarantine the 
Postal Service and the monopoly mail sector from the competitive marketplace in 
which we operate; but, 

• Third, the Postal Service should focus on its core strengths, which the 
Commission has identified as the first and last mile of its mail delivery stream, 
while outsourcing to private sector companies when they can perform Postal 
Service functions more efficiently. 

The Report of the President’s Commission and the Support of the 
Administration Provide New Impetus for Change. 

DHLWE applauds and strongly supports the efforts of this Congress and the Bush 
Administration to confront the fundamental challenges facing the Postal Service. We 
regard the report of the President’s Commission as an important event that has provided 
new impetus for a fresh approach and we welcome Congress’s vigorous response to the 
report, as exemplified by the work of this Special Panel. DHLWE fully recognizes the 
importance of universal postal service to U.S. businesses and residents, and to the U.S. 
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economy in general. We also are aware of the serious problems conlronting the Postal 
Service today and the need for the Postal Service to become more efficient while 
preserving (and, as necessary, adapting) universal service to meet the demands of a 
highly dynamic economy and operating environment. The Commission’s report offers a 
thoughtful critique and some recommendations, but also leaves many issues unresolved 
and open for further discussion and debate. 

In response to the Commission’s report, the President has expressed support for 
postal reform, but the Administration, in the words of Treasury Under Secretary 
Roseboro when he testified before this Panel on January 28, has chosen not to be “overly 
prescriptive.” Instead, the Administration has offered five general principles to guide the 
congressional debate, emphasizing that reform should focus on enabling the Postal 
Service to; 

• implement best commercial and business practices; 

• enhance the transparency of its operations and performance; 

• achieve greater operating flexibility; 

• become more accountable; and 

• be self-financing. 

These are all laudable goals that DHLWE supports, and which serve to highlight the 
challenges that must be overcome if real change in the postal status quo is to be achieved. 

Key Elements of Postal Regulation. 

From the private-sector, express delivery service provider perspective, ours is 
tmly a global business, and the reality is that, over time, competition is increasingly being 
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conducted on a global basis. As the competitive playing field grows ever larger, more 
global, and less segmented by national boundaries, and as public-sector postal service 
participation in the private sector increases, it is important to ensure that competition 
fi-om postal services does not distort that playing field. As a general rule, DHLWE 
strongly advocates a free market approach to competition in preference to intrusive 
government regulation. The ability of a wholly government-owned and operated postal 
monopoly to compete in the private sector, however, must be predicated on reasonable, 
independent regulation that can ensure a level playing field and a properly stractured 
market. In other words, the Postal Service should be allowed to compete, but subject to 
appropriate legal and regulatory safeguards to protect competition. Such regulation 
should incorporate the following elements: 

• First, as the Commission recommended, the scope of the Postal Service’s 
monopoly should be established by an independent regulatory authority, not by 
the Postal Service itself, and should be drawn narrowly. 

• Second, as I have noted, in order to ensure the long-term viability of a universal 
delivery network, the Postal Service should follow the Commission’s 
recommendation by focusing on its core business of delivering the mail, while 
outsourcing to the private sector related activities that can be performed more 
efficiently by others. 

• Third, the Postal Service should be required to operate any competitive activities 
under a separate business entity and to apply transparent accoxmting principles to 
all of its activities, including accounting for its competitive activities separately 
from its monopoly activities. Such accounting should include an empirically 
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precise method of defining postal costs and properly allocating those costs 
between monopoly and competitive activities. 

• Fourth, the Postal Service should be subject to the antitrust laws and other 
competition-related and consumer protection laws. DHLWE believes that such 
laws, if applied to the Postal Service and properly enforced, can provide sufficient 
safeguards for competition. 

The Lessons of Postal Reform in Other Countries May Be Instructive. 

In assessing how best to implement these fundamental priorities, the experience of 
Other countries that have already undertaken comprehensive postal reform may be 
instructive. For example, the European Union and individual member states have issued 
directives implementing far-reaching changes that are effectively reinventing the ways in 
Which universal postal service may be preserved and improved in the future. These 
Include: 

• Requiring each EU Member State to limit the scope of its monopoly postal sector; 

• Implementing a phased transition toward eliminating postal monopolies 
altogether; 

• Establishing independent regulatory authorities that, among other things, prohibit 
postal services from competing imfairly with private-sector Companies; 

• Ensuring that markets for express delivery services are open to competition, not 
just fix»m EU companies, but from all players. 


8 



454 


February 1 1, 2004 

The process of establishing a consensus in support of these objectives and 
implementing them has been difficult and imperfect, particularly in terms of overcoming 
the long tradition of government-owned postal administrations in Europe and the 
additional complexities of creating uniform rules and standards that transcend national 
boundaries. Yet, despite these and other obstacles, Europe is now moving in the right 
direction. 

This, however, is not to suggest that the EU experience necessarily should be 
regarded as a model for U.S. postal reform or that there should be a “one size fits all” 
approach — ^merely that other countries are making progress toward achieving the 
compatible goals of enabling postal services to be more efficient and self-sustaining, 
while preserving universal postal service. 

9 ^ % 

Thank you for the opportunity to appear before you here today. I will be happy to 
answer any questions you may have. 
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The Honorable John H. McHugh 
United States House of Representatives 
2333 Rebum House Office Building 
Washington. D.C. 20515-2332 

Dear Rep. McHugh: 

Thank you for the opportunity to provide our views on the Report of the President’s 
Commission on the Postal Service. Our association represents the envelope manufacturing 
and packaging industry and we have 170 members who make their living producing 
products that go through the mail stream or through private delivery companies. We also 
have a sister organization, the EMA Foundation for Paper-Based Communications, which 
studies postal issues and works to ensure the viability of the paper-based communications 
industry. I have attached both in paper form and on CD-ROM versions of eight papers we 
have written on various aspects of postal reform. I would like to request that these 
documents be entered into the hearing record. While EMA is not going to testify at this 
time, I thought that these documents would be useful. Thank you for your consideration of 
them. 

The overriding theme of the Commission’s report is that if reform measures proposed by 
the Commission are considered, the Postal Service could see a long healthy future if it 
embraces reform, and certain doom if it does not. Our association, in general, supports tf^is 
theme and we find the recommendations provided by the Commission both sound and 
logical. We also believe that the current business mode) cannot be made to work and that 
significant reform of the Postal Service is needed, not a piecemeal effort. 

Postal Retirement and Health Care Benefits 

The Commission did a very good job telling the story of the development of the current 
retirement and healthcare benefits system. The CSRS Retirement Reform legislation 
embodied in P.L. 108.18 did address the issue of overfunding of CSRS retirement 
obligations, but a legislative compromise created an escrow for the last year of the 
retirement "savings" application that has created a great deal of controversy between the 
Postal Service, the Administration and mailers. We believe that postal ratepayers should 
not fund military pensions. To do so would be wrong. We also believe that Congress should 
have a carefully developed and thoughtful plan provided by the Postal Service, which 
addresses both the issues of financial transparency and allocation of these resources 
before approving the release of the escrow. We do believe that the escrow should be 
released: not to do so would further escalate the mail volume drop. We also believe that 
some mechanism should be put in place to hold the USPS accountable for the released 
escrow “savings.” It Is our hope that this matter can be resolved just before reform moves 
fon/vard. 

The Postal Regulatory Board 

The Commission has proposed a Postal Regulatory Board to replace the current Postal 
Rate Commission and provide the board with expanded powers. This board would be the 
definer of universal service (to be changed as circumstances warrant), the definer of the 
limits of the postal monopoly, and the control of the mailbox. This board would establish the 
baseline rates and the rate ceilings under which the Postal Service's non-competitive 
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products must be priced. It would decide when prices for competitive products are too low, 
which might Indicate a subsidized rate, as as have the power to define what subsidy 
means. It would have the power to determine which costs to attribute and to police 
unreasonable discrimination. In addition to rate regulation, it would have the power to 
determine which products the service can offer, approve changes in service standards, and 
effectively, clamp a ceiling on postal labor costs by determining what constitutes pay 
comparability. 

In our view, these are a great many powers to concentrate on a single regulatory body. Our 
concern is also that the Commission appears to be tacit on the issue of judicial review 
authority for decisions that the Regulatory Board would make of significant magnitude. We 
are also concerned that the definition of universal service may be difficult to achieve. There 
have been a number of studies done on various aspects of universal service and none has 
provided a conclusive definition. We fail to see how one Regulatory Board could come up 
with a comprehensive definition. In addition, the issue of opening up the mailbox is of equal 
complexity. The Issue involves the security and privacy of each American household and 
the security of the mail itself. How could a Regulatory Board accomplish this when for over 
30 years the mailing industry and many academics have wrestled with this issue? It is our 
hope that the committee will carefully consider the powers that It wishes to have granted to 
the Postal Regulatory Board before rt fully endorses the recommendation of the 
Commission. 

Incentive-Based Rates Process 


The new incentive-based rate ceiling process recommended by the Commission would 
encourage the Postal Service to be more productive and to save costs rather than 
increasing rates first and thinking about saving costs later. We believe that if the rate ceiling 
were appropriately constructed, the Postal Service would be incentivised to rein in 
spending and improve efficiency and productivity. We further commend the Postal Service 
on its current cost-cutting efforts, but far more is needed to keep up with the revenues 
being lost from the restructuring of the mail. Every time the Postal Service loses a single 
piece of First-Class Mail, it must generate three pieces of Standard Mail (A) to receive the 
same revenue contribution. Cost-cutting alone will not produce a postal system that 
encourages more mailing - fundamental transformation will. We can no longer pass 
ffirough costs to end-users. Processes must be redesigned so that costs are continually 
reduced, or mail volume declines will continue at present rates. 

The rate design process proposed also establishes a rate ceiling. It involves two levers: the 
inflation factor that allows rates to Increase within limits to reflect rising costs and the 
productivity factor. The issue becomes, what factor or factors do you use. The Commission 
leaves this up to the Regulatory Board. We believe that some thought should be given to 
the price indices that are used. The issue of the escalator is also another important task. 
We feel that there should be a clear definition of the “baskets” and “bands" and a 
justification given for each as part of the charge to the Postal Regulatory Board if it is 
charged with designing this structure. 

We feel that there is flexibility in the process of setting rates after the initial rate case and 
we feel that the process proposed is adequate. But we also feel there needs to be 
standards for cost transparency in the allocation of costs among the products and services 
that are under review by the Postal Regulatory Board. This would also mean a higher level 
of cost allocation than is currently used in many rate proceedings. This could cause a great 
deal of difficulty in rate proceedings as it places more discretion in the hands of the cost 
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allocator (the Postal Service) and less in ttie hands of the cost litigator (the rate payer), in 
addition, it may require more investment in full cost sofhware and the issue of appropriate 
disclosure must again be considered. 

Further related to the above issue, we suf^rt the idea that predictable rate increases 
every three years are much better than the cujrrent system of one-year or two-year rate 
cycles with unknown levels and timing that creates difficulties for all in terms of annual 
budgets. We must remember that predictable increases are a central theme of the entire 
rate setting process. This concept was echoed frequently in testimony before the 
Commission. 

The Commission has cast a broad r>et in the definition of “non-competitive products.” The 
Commission believes that appropriate restrictions against cross subsidy of competitive 
products can be accomplished without divulging USPS competitive information. We believe 
that this will be a real challenge given the categorization of “non-competitive products." 

In the context of its rate setting and examining process, we also find that the Commission is 
reluctant to provide the USPS with “unlimited ability to change service standards." The 
Commission delegates to the board the authority to set service standards in a roundabout 
way. The Commission recommends that. “Requests for opinions must be made by the 
Postal Service whenever a proposed change will result in a negative impact on more than 
10 percent of aggregate volume at the class or subclass level or on more than 10 percent 
of delivery points. If the proposed change will impact more than 25 percent of aggregate 
mail volume for a class or subclass of mail, or 25 percent of delivery point, the opinions of 
the Postal Regulatory Board shall be binding on the Postal Service. Otherwise, the opinion 
is advisory." Why not simply provide this flexibility to the USPS? Why create a more 
complicated service standard system? Service standards should be established by the 
USPS, measured and not deviated from. They are a reason customers do business with 
the USPS. they don’t need regulation. 

Labor Reform 


The Commission’s report spends a great many pages dealing with the issue of labor 
reform. They talk about the pay and benefits of postal workers, of benefits being set by 
statute and creating an incentive-based culture. The EMA Foundation’s institute for Postal 
Studies provided a detailed submission to the Commission in which they focused more on 
the process of labor relations rather than changing the collective bargaining model. There 
is no perfect collective bargaining model in their view. If both parties agree in a timely 
manner, if benefits are determined on a fair and equitable basis, and if both parties are 
served, then the process works. Our view is that as long as the process keeps the parties 
moving closer to an agreement rather than farther away from an agreement, then the 
process is working. If both parties feel It is helpful to place a required mediation step in the 
process, then they should have the flexibility to do so. 

We felt that It is important to keep in mind that the USPS will have a significant number of 
employees eligible for retirement in the next decade: and through attrition, the USPS will be 
able to downsize by simply not hiring replacements. Every time a position is vacated, the 
USPS needs to carefully evaluate the need for that position or whether or not it can be 
accomplished by another position. It will take a very flexible collective bargaining process to 
get through many of the changes that labor and the USPS will go through over the coming 
years as postal retirements increase. It is critical that Congress not do something that 
makes the process more cumbersome. 
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We feel that mediators and/or arbitratore are only as good as they are educated in the 
issues before them. The current law offers an opjxjrtunity to provide information during fact 
finding. The Commission’s report does not mentbn the standards for fact-finding in great 
detail. 

We find that pay comparability is a difficult Issue for anyone to discuss. The Commission 
recommends that all individual comfwnents for total compensation be subject to the 
collective bargaining process. The issue becomes: With what do you compare these 
compensation programs? What is comparable? Do you work in pay-for-performance 
issues? Is no layoff considered a negotiable benefit after 25 years? If would be difficult to 
apply these requirements to current postal employees, so would ftiey only apply to future 
employees? We also feel that once you start “hard wiring" pay comparability issues into 
legislation, you may create a collective bai^aining process that is more cumbersome. 

At this point, our recommendation is to keep focused on changes that improve the process 
and let management and labor deal with the benefite through the process. We do believe 
that there are some unintended consequences that were caused by the application of 
FECA to the Postal Service but which can be fixed through amendatory legislation that 
clarifies eligibility and transfer issues. 

Resizing the Postal Service 

You cannot cost-effectively deliver a smaller quantity of mail by fewer workers through 
many of the "legacy" networks that the USPS has created. There is no doubt that in a 
decade the Service will not need all of the facilities it has today, nor will it have the workers 
to staff these facilities. We feel that the USPS is already addressing this issue in its 
“Network Realignment” initiative and that work should, and must, go on and Congress 
should be kept continuously informed about the process. 

We further believe that an independent commission, chartered but not governed by 
Congress, should be used to evaluate closures of post offices and plants based on agreed 
upon criteria. This process would enable an objective evaluation of the service provided by 
facilities to be closed and a determination made as to how communities could be 
alternatively serviced. The Commission has proposed the Postal Network Optimization 
Commission. This, or a commission of like type, would seem to be an appropriate way 
forward. 

What is a post office? With over one-thini of patrons only going to the post office to buy 
stamps, it is apparent that much lower cost alternatives to satisfy the consumers’ need for 
stamps do already exist. The USPS needs to be encouraged to educate the consumer on 
stamp buying alternatives, put kiosks in convenient locations and identify alternative 
locations by Improved signage, commercials and other devices to see If consumers can be 
educated to purchase stamps through other means. We are aware of the USPS’s cuirent 
efforts in this regard, but maybe more is needed if we still are getting 35 percent of patrons 
purchasing stamps only. 

We also feel that legislation and regulations have got to establish a broader view of a retail 
facility. Maybe through the use of private/postal-combined facilities can be operated at a 
lower cost and still service the needs of a service area. The important issue to keep in mind 
is how can the community best be serviced, not who should do the servicing. 
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The Commission also explored the Issue of Negotiated Service Agreements and other 
work- sharing discounts as useful strategies to conader as you blend a new postal system 
together of public and private partnerships. We agree that Negotiated Services Agreements 
need to have an established process that is streamlined and which enables entrance Into 
these agreements in a more timely fashion. We also feel that other work-sharing discounts 
are an important part in improving postal productivity and shifting the cost burden of mail 
processing Into the private sector. As long as toese discounts are consistently and fairly 
applied, we feel they should be continued. 

Other Administrative Actions 


The Commission has recommended other outsourcing initiatives, procurement reform, and 
management of real estate assets as issues toat the USPS should look into. These may 
not require legislative reform, but nevertoeless. they should be given priority consideration 
as they may contribute to further cost reduction. 

Technology 

One of the final areas the Commission dealt with is the issue of new technology and 
intelligent mail. We find ourselves In full agreement with the findings of the Commission. It 
is an important goal that all customers should have the ability to track their mail, but ail 
customers should also have the option of not tracking their mail. Mail tracking and tracing 
does have several privacy implications and the USPS needs to carefully evaluate these 
before moving forward. 

One final issue that we have with regard to technology is the need for some benchmark for 
investing in new technology. As you know, as the fortunes of the USPS reversed in the last 
several years, capital spending budgets were cut, equipment purchases were curtailed and 
one has to wonder how much productivity was lost because the right equipment was not in 
the right place at the right time. At the same time, you have to ask if we spent so much 
money on capital equipment in the last five years, how come total factor productivity has 
improved so dramatically with a more limited capital equipment input? There are no easy 
answers, but a system of measurement needs to be put in place to determine if 
Investments in new technology are appropriate and additive to the organization and 
customers. 


We thank you for the opportunity to provide our comments. We will be delighted to provide 
additional information upon request. 


Sincerely yours. 


Maynard H. Benjamin, CAE 
President 


Enclosures 
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Greeting Card Association 


TESTIMONY BEFORE THE HOUSE GOVERNMENT REFORM COMMITTEE 
SUBMITTED BY GCA PRESIDENT JOHN W. BEEDER OF HALLMARK CARDS, INC. 
WEDNESDAY FEBRUARY 11, 2004 


The Greeting Card Association (GCA) represents two constituencies: the greeting card industry, and 
the individual household user of the United States mails, or the “citizen mailer.” GCA has been 
active in postal matters for many years, and most often has been the only private-sector postal 
advocate for both the industry and the citizen mailers it serves. 

We are pleased to have the opportunity to testify before the Government Reform Committee with 
respect to postal reform following the report of the President’s Commission on the United States 
Postal Service. As one of the early proponents of such a Commission, GCA believes that the report 
represents some of the most important thinking on postal reform since its reorganization more than 
thirty years ago. Such independent and impartial reviews of postal operations are rare, and therefore, 
should receive thoughtful consideration. 

As with the Commission, our bottom-line objective is to ensure the continued viability of the United 
States Postal Service. In a time of historic declines in First-Class mail volumes, it is clear to us that 
this goal cannot be achieved through the traditional method of raising rates to cover ever-increasing 
costs. 

GCA Core Principles 

We appear before you today to argue for three core principles that have emerged from the debate 
over postal reform in Congress and subsequently before the Commission: 

• Strong and efficient regulatory protection for the captive postal customer- since the Postal 
Service will remain a monopoly for the greater part of its traffic - is essential 

• Congress must give the Postal Service the authority to control workforce and facility 
costs as set forth by the President’s Commission; and 

• A change in the Postal Service’s business model to recognize the interdependency 
between high volume, low cost bulk mailing and mail types that individuals and 
households want to receive and depend upon. 

We are deeply gratified that the need to preserve universal service has been widely acknowledged by 
the vast majority of the mailing community and affirmed by the Commission. In addition, virtually 
the entire mailing community has supported the permanent elimination of the escrow requirement 
for CSRS savings and the return of the obligation for postal employees’ military service to the 
Department of Treasury. GCA is no exception. Our other priorities, however, continue to be the 
subject of a greater degree of debate and merit some detailed discussion. GCA believes no reform 
effort will be complete or successful if these core principles are ignored. 
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Regulation/Rate Setting 

There can be no doubt that the role of the regulator in determining the pricing of postal products is a 
central question in the effort to preserve not only the viability of the Postal Service but also the 
essential checks and balances needed to protect the citizen mailer under a monopoly. That is why 
we strongly support the Commission’s call for the creation of a “Postal Regulatory Board” with 
broad authority to regulate rates for noncompetitive pit>ducts and services and new subpoena power 
to ensure financial transparency on the part of the Postal Service. Such a board would be very 
consistent with our priority of ensuring strong regulatory protection for the captive postal customer. 
We urge the incorporation of this recommendation into legislation. 

The suggested process for setting rates, however, is a matter of great concern for our organization 
due to its impact on the citizen mailer and by extension, the Postal Service. The Commission has 
proposed the establishment of a rate-ceiling regime with only limited opportunity for after the fact 
review of any challenged rate. In our presentation to the Commission, GCA strongly advocated our 
long-standing view that the practice of prior review should be maintained in any future rate making 
system. Although GCA continues to believe that prior review is the only way of guaranteeing fair 
and equitable treatment for captive mailers, we have concluded that the benefits derived from the 
Commission's comprehensive cost control recommendations make it possible for us to accept an 
alternative rate setting system such as that proposed by the Commission. 

Legislative Approach 

Having acknowledged the possibility of a new mechanism for rate setting, however, GCA has also 
identified a number of critical details, not addressed in the Commission’s report, that need to be 
resolved in order to transform the Commission’s outline of a rate setting system into a complete and 
fully functional mechanism for establishing postal rates. Rather than review them here, we would 
encourage the Committee to maintain the approach taken in the most recent version of postal reform 
legislation developed by Representatives McHugh and Waxman. They refrained from including 
specific rate setting provisions in legislation in favor of giving a newly constituted and empowered 
regulatory body a timetable and general guidelines and objectives for creating a new system. This 
system would combine the speed and efficiency the President’s Commission called for with 
protection of the basic standards of fairness and preservation of broad public access to the postal 
system at reasonable cost. Specific rules and procedures would be determined in a subsequent 
rulemaking proceeding. GCA views this strategy to have the greatest chance of legislative success. 
It would defer major points of controversy between postal stakeholders and allow issues to be 
resolved in a forum better suited to dealing with the complicated, but nevertheless critical, science of 
postal ratemaking. 

We must stress, however, the importance, in creating a ratemaking system - and in legislatively 
establishing the principles that will guide the creation of that system - of ensuring that the benefits 
of streamlining and increased efficiency actually accrue to all postal customers, businesses and 
households alike. It is true the system must provide reasonable incentives for efficient performance 
by postal workers and managers. Still, the survival of the postal system as a whole depends on 
keeping its services available to the mailing public at attractive rates. Hence, even if the ultimate 
decision is in favor of a non-cost-based ratemaking system, such as a price cap, rates must be kept in 
line with the increasing efficiencies everyone expects from comprehensive reform. Such a system, 
therefore, should incorporate a periodic general review of rates by the regulatory body, from two 
standpoints; their overall fairness, and their alignment with the costs currently being experienced. 
For if mailers perceive that efficiencies are not being captured - or, if captured, are not being 
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reflected promptly in rates - they will inevitably l{K>k for alternative channels of communication, 
which would only further threaten the sustainability of the Postal Service. 

Cost Control is Vital 

We believe that the Commission has provided a postal reform package that covers all areas 
necessary to achieve true reform. GCA was pleased that the Commission addressed the critical area 
of Postal Service costs, a topic not directly dealt witih in earlier legislative postal reform proposals, 
and one we believe is the key to a sustainable postal service. We cannot accept any postal reform 
legislation that fails to include provisions allowing Postal Service costs to be managed effectively. 
GCA disagrees with those who have suggested that the Commission's report validated those earlier 
legislative efforts because they reflected 80 percent of what the Commission recommended. GCA 
respectfully submits that 80 percent of an answer is no answer at all. President Kennedy, for 
example, would not have been satisfied if NASA had proclaimed his pledge to go to the moon 
fulfilled because they had gotten an astronaut 80 percent of the way there. Neither should the public 
be satisfied with postal reform that ignores the 20 percent of the question that accounts for nearly 80 
percent of Postal Service costs. We respectfully submit that the Commission recommendations in 
this area represent the most critical addition to the body of work this Committee has done in the area 
of postal reform. 

Workforce Issues 

Accordingly, we offer the following observations with respect to the Commission’s cost control 
recommendations requiring Congressional involvement. From our perspective, the seminal question 
relating to Postal Service labor costs is that of pay comparability. If postal worker wages and 
benefits are indeed out of line with the private sector, then that would suggest that the current 
process of collective bargaining is not conducive to the long-term viability of the Postal Service. On 
the other hand, if postal wage and benefit levels compare closely with those in the private sector, the 
case for making major changes in this area is diminished. 

The Commission declined the opportunity to determine if, indeed, a wage and benefit premium 
exists for postal workers compared to private sector workers performing similar tasks. Instead, the 
Commission charges the new Postal Regulatory Board with making this determination. In this one 
area, we feel it necessary to recommend an alternative approach. The issue of wage comparability 
must be resolved prior to completing any comprehensive postal reform legislation. To that end, we 
urge Congress to use any appropriate means to settle this issue. 

Recommendation: We suggest that the General Accounting Office be promptly assigned the task of 
reviewing postal and private-sector pay and benefit levels and making definite findings as to whether 
postal compensation is comparable. Of course, since circumstances may change, the new Postal 
Regulatory Board can and should be tasked with revisiting this initial finding from time to time. 

With respect to other Commission recommendations, we agree that the process of collective 
bargaining should be improved. We also believe the Postal Service’s pension and post-retirement 
health care plans should be included in negotiations for future employees and retirees- particularly if 
postal wages are found to be to be in excess of those found in the private sector. We also support 
granting the Postal Service relief from the Federal Employee’s Compensation Act in order to make 
the changes set forth by the Commission and bring in line Worker’s Compensation claims. Finally, 
the statutory salary cap should be repealed in order to permit the Postal Service to offer pay for 
officers and employees at levels competitive with the private sector. 
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Network Issues 

GCA recognizes that the Postal Service does not require any additional authority from Congress to 
streamline its processing facilities and operations. Nor is specific approval needed to right size the 
postal workforce through attrition and to restructure postal management. We believe, however, that 
Congress should help set expectations and encourage the Postal Service to fulfill these goals. This 
could be done by eliminating any provision in the law that inhibits the closing of post offices and by 
passing language that clearly states Congress’ intention to help the Postal Service achieve its 
optimum network. We understand that post offices account for only a small fraction of operating 
costs compared to large processing facilities, however, we believe Congressional involvement in 
decisions relating to post offices has set a tone that has discouraged the Postal Service from coming 
forward with a plan to optimize its network of larger fecilities. We believe that beyond profitability 
considerations, the only criteria for determining if a post office or facility remains open should be its 
role in fulfilling the universal service obligation. This suggests to us that future post office closings 
in urban rather than rural areas might be the result of such a policy. In any case, we would argue 
that the Postal Regulatory Board, with appropriate guidance from Congress, is best suited to oversee 
these decisions and should be delegated that authority. 

The success or failure of postal reform depends upon the degree to which these issues are addressed. 
Indeed, one possible reason that previous postal reform efforts failed to gain broad support among 
mail users was the perception that they did much less to bring about overall cost control than to 
reconfigure the pricing system (on which mailers hold an irreconcilably wide variety of views). 
Since different user groups have different views on pricing, only the promise of effective cost 
control can bring them together under a new regulatory system, and allow them to agree on its 
proper structure. GCA is sensitive to the political difficulty in addressing workforce issues and 
facility streamlining, but it is that very difficulty that reinforces the need to make progress in these 
areas if in no other. 

It is only the prospect of the benefit from cost management that allows GCA to accept, with 
considerable reservation, after the fact review of rates. 

Core Value of Mail 

Finally, we have also advocated refocusing the Postal Service’s business model on the types of mail 
that go to the core value Americans place on the mail (and that bring in the most net revenue per 
piece) - that is, personal correspondence such as letters and greeting cards. Recent opinion research 
has shown that the American people hold the postal system in high regard, they trust it more than 
other communications media, and they prefer it for messages with high personal or emotional 
content. The value American households place on the personal mail they receive carries over to the 
business and advertising mail that also forms part of the “Mail Moment” (the Postal Service’s term 
for the experience of collecting and reading one’s incoming mail). If personal mail were to 
disappear, much of the utility the postal system offers to commercial users would disappear with it. 

If ~ as GCA strongly recommends — Congress decides that the new expert regulatory body should 
settle the details of ratemaking and regulation, then Congress should provide general guidelines that 
recognize the reality, and the growing importance, of the unique degree of “brand equity” enjoyed 
by the Postal Service in the eyes of the general public. That strikes us as the sort of general guidance 
that Congress can and should give to the regulators before they begin their task of designing a 
flexible, responsive, and effective system of postal ratemaking. The task before you, after all, is to 
strengthen and redirect a public institution, constitutionally committed to Congressional direction 
and oversight. 
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GCA is grateful for your interest in Postal Reform. We have concluded that the President’s 
Commission has identified the critical areas in Postal Service operations requiring reform. We ask 
that you embrace both the scope and vision of the Commission's recommendations and craft 
legislation in response that is equally broad and encompassing. While strategies for solutions may 
differ, GCA is convinced that the problems identified by the Commission are valid, and none should 
go un-addressed in any postal reform legislation. This is particularly true of their workforce and 
facility recommendations. The failure to deal with these issues would put in doubt the ability to 
gain broad based support from the mailing community including GCA. More importantly, it would 
jeopardize the continued viability of our nation’s Postal Service, the goal for which this Committee 
has striven for so many years. We hope the Committee will find the common ground necessary to 
craft a bill that will permit the Postal Service to more effectively manage its costs, operate 
effectively in a new competitive environment and preserve this vital public institution for the new 
century. GCA stands ready to partner with you in any way possible in this critical endeavor. 

Respectfully submitted, 

John W. Beeder 
President 
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The 

Instant Web 
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James N. Andersen Phone: 952-470-6405 

President & CEO Fax; 952-470-6420 


January 22, 2004 

For the Public Record. House Government Reform Committee Hearing. February 11. 2004 

The Honorable John M. McHugh 
Special Panel on Postal Reform & Oversight 
Government Reform Committee 
2333 Rayburn House Office Building 
Washington, DC 20515-3223 

Dear Representative McHugh, 

We appreciate the opportunity to provide testimony for the Special Pane) on Postal Reform & Oversight 
on the critical importance of postal reform to The Instant Web Companies and a $900 billion sector of the 
U.S. economy. IWCO is gravely concerned about the continued ability of the U.S. Postal Service to 
provide reliable and affordable universal mail delivery. IWCO is an integrated direct mail services 
company employing more than 1 ,000 people. The success of the Postal Service is of vital importance to 
our company. In 2003, IWCO presented more than 800 million pieces of mail to the Postal Service, 
accounting for more than $154 million in postage revenue. 

Over the past six weeks, we have met with Minnesota’s legislators to discuss the importance of this issue 
to their constituents in Minnesota and to the nation. Congressman John Kline toured our facility earlier 
this month. He saw first-hand the direct mail manufacturing industry and the 1 ,000 manufacturing, 
technical, professional and administrative jobs that will be impacted if the issue of postal reform is left 
unresolved. Congressman Kline is on record with your office, indicating his support to resolve the issue in 
an upcoming postal reform bill Congressman Jim Oberstar has also indicated his support for postal 
reform. The time to address Postal Reform is now. The groundwork is in place: 

• The US Postal Service issued its “Transformation Plan” in April 2002. 

■ The President's Commission on the US Postal Service issued recommendations on Postal Reform in 
July 2003. 

■ The Bush Administration has endorsed Principles for Postal Reform based on the Commission report 
and has called on Congress to enact comprehensive Postal Reform. 

We commend the Special Panel on Postal Reform & Oversight for seriously addressing the need for 
Postal Reform. We consider the following to be key priorities in Postal Reform legislation: 

Civil Service Retirement Funding: 

Public Law 108-18, the Postal Civil Service Retirement Funding Reform Act of 2003, provided short- 
term relief to the Postal Service and postal ratepayers from the overfunding of CSRS pension obligations. 
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II helped prevent an immediate rate case and has provided a brief period of postal rate stability. Although 
this law was a good start toward postal reform and stability, modifications are urgently needed: 

■ Beginning in FY 2006, PL 108- 18 requires the Postal Service to escrow the difference between the 
corrected and uncorrected annual payment to the CSRS retirement fund. If these funds are placed in 
escrow, mailers and consumers will continue to pay rates that have been raised over the years in order 
to cover expenses that were grossly overstated. By allowing the Postal Service to use these funds to 
stabilize rales and address unfunded obligations for retiree health care benefits, Congress can free up 
billions of dollars annually to encourage greater consumer use of the mail channel and permit the 
mailing industry to make substantial contributions to both the Postal Service’s ability to maintain 
universal service and stimulate the national economy. 

■ PL108-18 also requires the Postal Service to fund the pension costs for its employees attributable to 
military and volunteer service. The Postal Service is the only self-supporting federal agency required 
to pay these costs for its employees. The obligation for military pensions should he a taxpayer 
responsibility, not a ratepayer responsibility. By returning these obligations to the Department of 
Treasury where they belong. Congress can relieve the Postal Service from overcharging consumers 
(its customers) for obligations that rightly belong to the government as a whole. 

Congress must act to prevent devastating rate increases. Without these changes, postage rates will be 
raised unnecessarily. The Postal Service will need to file for a rale increase of over 10% in FY 2006. A 
large rate increase would be devastating to the mailing industry and the overall economy, leading to job 
losses and possible business failures. The Postal Service itself would be harmed as higher rates lead to 
volume declines and a potential “death spiral” for the Service. Fortunately, it is possible to prevent large 
rate increases by addressing all of the pension and health benefit issues together as part of postal reform. 
Congress should take steps to correct all of these issues together for the sake of the Postal Service, its 
customers and the nation. 

Enabling Greater Pricing Flexibility: 

The Postal Service should be allowed greater flexibility in rate making in order to respond to the 
marketplace in a timely manner. It should be able to expeditiously adjust rates within set parameters to 
meet public demand for its products and services. The existing postal rate structure should be replaced 
with an incentive based structure predicated on activity ba.sed costing and keyed to the least costly of the 
functions the Postal Service performs. Features of a more flexible rate setting structure would include: 

■ Rate regulation limited to non-competitive products 

■ Pricing flexibility for these products within the framework of a price cap system 

■ Price cap adjustments and rate changes made no more frequently than annually 

■ Rates based on the costs of resources consumed through .services provided. 

Strengthening Regulatory Oversight and Transparency: 

The Congress should establish a Postal Regulatory Board as described in the President’s Commission 
Report. This body should have enhanced powers (compared to the current Postal Rate Commission) 
going beyond reviewing postage rates. The procedures by which this regulator reviews rates must be 
clarified to ensure that the system is fair and efficient. Features of a strengthened Postal Regulatory Board 
would include: 

■ Broad oversight authority to include service standards and financial transparency as well as rate 
regulation 

■ Expedited rate and complaint review processes 
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■ Power to compel discovery 

■ Expanded Postal Service disclosure and reporting obligations. 

We also call on the Special Panel on Postal Reform & Oversight to strongly encourage the Postal Service 
to accelerate their internal reform efforts in areas not requiring legislative action. The following are 
crucial areas for internal reform; 

Rationalize the postal logistics network: 

The Postal Service should move swiftly to realign its logistics networks to meet current demands - 
eliminating redundancy and excess capacity. This should include closing or consolidating facilities to the 
extent such actions do not substantially impair its ability to provide universal service. Although the 
President’s Commission calls the Postal Service’s network rationalization initiative its most "tangible and 
important deliverable," progress by the Postal Service toward this goal has been equivocal at best. 

Maximize use of worksharing partnerships: 

Worksharing partnerships between the Postal Service and the private sector have proven to be successful 
in advancing service and reducing costs, to the mutual benefit of the Postal Service and the mailing 
community. These partnerships have created incentives for businesses to prepare and present mail that is 
more efficient for the Postal Service to handle. These partnerships also provide mailers with a means to 
soften the impact of increasing postage costs, preventing the transfer of mail volumes to other media. The 
Postal Service should be encouraged to maintain and expand these relationships. 

Transparency in financial cost reporting: 

The President’s Commission stated that the Postal Service has both a legal and an ethical duty to be as 
transparent as possible in its financial and costing reporting. While there has been noticeable progress In 
this direction, further change must occur and it must occur quickly. 

Enactment of comprehensive Postal Reform legislation is critical to the continued success of The Instant 
Web Companies and the mailing industry as a whole. Lack of reform means only one thing: rapidly rising 
postage costs] Postage increa.ses that result in reduced mail volumes affecting paper companies, printers, 
envelope manufacturers and mailers - companies that provide nine million jobs, $900 billion in 
commerce and nine percent of the gross domestic product. 

Congress has a unique opportunity to reform how postal services are provided in this country. We must 
allow the U.S. Postal Service to operate like a business - focusing on quality, affordable services and 
working with its customers to develop new and innovative products. 

Kind regards, 

tw- 


James N. Andersen 
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House Government Reform Committee 
Special Panel on Postal Reform and Oversight 
February 11, 2003 

The Magazine Publishers of America (MPA), the premier trade association 
of the consumer magazine industry, is pleased to have the opportunity to provide 
our perspective on the crucial and pressing need for postal reform legislation and 
the key elements necessary for meaningful and comprehensive reform. We 
commend you for your active engagement on this difficult and important public 
policy issue and your commitment to bring postal reform legislation to fruition this 
year. Your efforts at this critical juncture are key to ensuring a viable, affordable, 
reliable, and efficient Postal Service for the foreseeable future - a Postal Service 
that will continue to be the lifeblood of the $900 billion-a-year mailing industry 
and the cornerstone of a healthy U.S. economy. 

MPA has approximately 240 domestic magazine publisher members who 
collectively publish about 1400 magazines. Virtually all of them use the United 
States Postal Service to deliver their magazines to subscribers. MPA members' 
magazines provide broad coverage of domestic and international news in weekly 
and biweekly publications, and publish weekly, biweekly, monthly, and quarterly 
publications covering consumer affairs, law, literature, religion, political affairs, 
science, sports, agriculture, industry, and many other interests, avocations, and 
pastimes of the American people. Our membership is broad and diverse, but all 
magazine publishers share our common objective; ensuring an affordable and 
reliable postal system providing universal service into the foreseeable future. 

MPA has always been an active participant in postal issues - in legislative 
and administrative matters, in matters before the Postal Rate Commission 
including omnibus rate cases and classification cases, and as a strong advocate 
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for postal reform. If our industry is to thrive, our nation's postal system must 
meet the challenges of the 21 century. 

While most consumer magazine publishers sell copies to readers on both 
a subscription and a single copy basis, the subscription channel is today, and for 
the foreseeable future will continue to be, the major component of magazine 
circulation in the United States. The percentage of circulation coming from 
subscriptions has grown to the point where about 85 percent of circulation is 
subscription copies; the Postal Service delivers almost all of these copies. In 
addition, magazine publishers use the Postal Service extensively to support 
subscriptions (sending acknowledgements, invoices, and renewal notices) and to 
attract new subscribers (sending promotions and special offers for magazines 
and related products). 

We would like to begin our comments by expressing our appreciation to 
President George W. Bush for his Administration’s commitment to reform of the 
nation's postal system. The Administration reinvigorated the postal reform 
process by establishing the President’s Commission on the United States Postal 
Service. This Commission conducted a thorough analysis and careful review of 
the important issues currently facing the Postal Service and provided strong 
recommendations for the kind of postal reform that will help ensure the efficiency, 
affordability, and stability of the system for the coming decades. The President 
and his Administration continue to demonstrate their commitment to the reform 
process, issuing statements in support of comprehensive postal reform and 
articulating sound principles to guide the reform deliberations. With this strong 
base of support from the committee, your counterparts in the Senate, and the 
Administration and with key insights provided by the Postal Service, GAO, 
Treasury, the Postal Rate Commission, employee groups and mailers, we have a 
unique window of opportunity to achieve long-lasting postal reform. 
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As will no doubt be repeated by many of the witnesses appearing before 
this panel and committee, there are a number of key elements to achieving 
meaningful postal reform. These include the following: 

Pricing Flexibility/Regulatory Oversight 

• Pricing for postal products and services should be streamlined and 
modernized and rate predictability afforded to mailers by instituting a rate 
indexing system for market-dominant products. 

• To drive costs from the postal system and attract new volume, the Postal 
Service needs additional pricing flexibility and tools such as negotiated 
service agreements and market tests. 

• Given the continuing need for regulatory oversight, the scope of authority 
for the regulator should be clearly defined in postal reform legislation. 

This authority should include regulatory oversight of compliance with 
measurable service standards for all classes. 

Cost Control/Improvements in Infrastructure and Labor Negotiations 

• Efforts to rationalize the postal network should be encouraged and political 
constraints that impede plant closures and consolidations minimized. 

• The collective-bargaining process and the relationship between Postal 
Service management and labor must be improved; the Postal Service 
should seize the cost control opportunity presented by the fact that nearly 
half its career workforce will be eligible for retirement by 2010. 

Universal Service/Public Policy Considerations 

• The postal system should be maintained as a fundamental service for all 
Americans founded upon sound principles of public policy, including 
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continuation of time-honored preferences for favorable rates for the 
mailing of periodicals and non-profit correspondence. 

• Policy determinations with regard to the Postal Service's universal service 
obligation and monopoly should be retained by Congress and not 
delegated to a regulatory body. 

Civil Service Retirement Fund Payments 

• The escrow requirement in P.L. 108-18 should be eliminated. If left in 
place, this requirement will result in a disastrous, double-digit rate 
increase in the next rate case. 

• Responsibility for CSRS costs relating to the military service of Postal 
Service retirees should be returned to the U.S. Treasury. 

We are pleased to provide additional comments on each of these critical 
reform issues. 

Rate Indexing System 

We agree with the President’s Commission’s recommendation that the 
current pricing system should be replaced with one that, through the use of price 
caps or "rate ceilings," constrains rate increases to inflation minus a productivity 
adjustment factor. Such a pricing system would encourage cost-efficient 
practices, prevent large and unpredictable rate increases, and increase the 
Postal Service's managerial discretion. We recommend that this Committee 
include a requirement for a rate indexing system in any proposed postal reform 
legislation. To achieve the best balance between pricing flexibility for the Postal 
Service and rate protection for mailers, we recommend that such a rate indexing 
system be implemented at the mail subclass level. 
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The Commission proposed that the Postal Service be allowed to raise 
rates without prior review as long as the increase is less than inflation minus a 
productivity adjustment. As the Commission found in its report, the productivity 
factor is essential to this indexing system because, by “exertjing] downward 
pressure on rates, [it] creates] the 'incentive’ to reduce costs.” (page 60), 

Under such an “indexing" system, rate regulation could be significantly 
simplified and the scope and timing of rate increases made more manageable. 
Rate regulation in such a regime could, as recommended by the President’s 
Commission, be structured around a complaint-based review system, through 
which rate or service complaints could be lodged with the regulator and dealt with 
promptly. As we noted in comments to the President's Commission, it is 
important that the review system prevent the Postal Service from meeting the 
rate ceilings simply by degrading the quality of service that it provides. 

While this simplified system would make it easier for the Postal Service to 
change rates more frequently, we believe that, given the significant effort that is 
required for mailers to update their systems to reflect changes in postal rates, the 
Postal Service should not be permitted to increase rates more frequently than on 
an annual basis. 

We would note, however, concern with one of the Commission 
recommendations with regard to price increases, a recommendation also 
reflected in previous legislative proposals before this committee. The 
Commission recommended that the Postal Service be allowed to request 
increases in excess of established rate ceilings, citing for example, revenue 
shortfalls that might occur due to a precipitous drop in volume. In such a 
situation, the Commission recommended an “expedited review process" prior to 
rate implementation. 
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Congress must recognize that rate ceilings with exceptions do not provide 
the necessary balance to protect the public interest. While such a system would 
provide the Postal Service with pricing flexibility, it would not prevent large and 
unpredictable rate increases or encourage cost-efficient practices. Therefore, we 
strongly caution against allowing the Postal Service any exceptions that would 
allow it to increase rates above inflation minus a productivity adjustment factor. 

Negotiated Service Agreements 

Despite Postal Service efforts to rationalize its network, the private sector 
(as evidenced by the more than $1 5 billion of postal "worksharing” that is 
currently performed by the private sector) will often be able to provide mail 
processing and transportation services at a lower cost than the Postal Service. 
Therefore, as recommended by the President's Commission, the Postal Service 
should continue to expand its partnerships with the private sector through the 
introduction of new worksharing discounts and Negotiated Service Agreements 
(NSAs) as well as through outsourcing efforts. 

As with the rate indexing system, the provision for negotiated service 
agreements should include a streamlined process based upon a complaint-based 
review system. While NSAs are permitted under current law, the NSA process 
has proved to be cumbersome. If the flexibility for innovative agreements is to be 
meaningful, a much more facile system is needed. 

Regulatory Authority 

The President’s Commission recommended that the Postal Rate 
Commission be reconfigured as a Postal Regulatory Board with authority over a 
broad range of issues — including pricing, the scope of universal service, the 
postal monopoly, and pay comparability — ^with members selected based on 
“demonstrated experience and professional standing." (page 171). 
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We agree with the President’s Commission that protecting the public 
interest requires a regulator with appropriate authority over pricing and quality of 
service, particularly if the Postal Service is granted additional management 
flexibility. As the Postmaster General stated before the U.S. Senate Committee 
on Governmental Affairs, “with an increased level of management flexibility 
comes an increased level of oversight. This provides the necessary balance to 
protect the public interest." 

We, however, have concerns regarding whether it is appropriate for one 
regulatory body to have such wide-ranging authority and whether it is possible for 
one regulatory body (no matter how experienced its members) to have the skills 
necessary to oversee such a broad range of issues. We also question whether 
the authority over certain issues that the Commission would cede to the regulator 
might more appropriately be retained by the Congress (e.g., scope of the 
monopoly) or by the Postal Service itself (e.g., pay comparability via collective 
bargaining). 

Based upon these concerns, we believe that the Postal Regulatory 
Board's authority shouid be limited to: overseeing the pricing and classification of 
postal products and services; ensuring that the Postal Service maintains or 
improves the quality of service that it provides; monitoring compliance with 
financial reporting requirements; and imposing remedies if pricing or service 
standards are not met. To carry out these responsibilities, the Board should be 
granted subpoena power. 

Furthermore, to ensure that there is no confusion over the authority of the 
Postal Regulatory Board and the Postal Service, legislation should very clearly 
define which authorities will be retained by Congress and which will be granted to 
the Postal Regulatory Board and to the Postal Service under the new system, 
and under what conditions. As stated previously, we recommend that important 
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public policy determinations with regard to the Postal Service’s universal service 
obligation and monopoly should be retained by Congress and not delegated to a 
regulatory body. 

Network Rationalization 

We agree with the President's Commission's conclusion that there is a 
significant need for the Postal Service to reduce its costs and rationalize its 
network. As the Commission stated in its report, “Stagnant mail volumes place 
intense pressure on the Postal Service to eliminate costs and inefficiencies and 
modernize systems and processes throughout its network." (page 75). 

Fortunately, as noted by the Commission, the Postal Service is 
“developing and testing its network rationalization initiative, which strives to 
create a sound analytical basis for redesigning the postal network. The strategy 
acknowledges the need to control high fixed infrastructure costs, which have little 
room to fluctuate with changes in mail volumes and revenues. It also aims to 
reduce costs, consolidate plants, improve consistency of service and standardize 
processes — all providing a strong start to efforts to rein in costs while improving 
overall efficiency and service.” (pages 75-76). 

We believe that efforts to rationalize and consolidate the Postal Service's 
network are vital to the Postal Service’s future success. On this point, we note 
that with 47 percent of its career employees eligible for retirement by 2010, the 
Postal Service has a unique opportunity to reduce its costs and rationalize its 
network with minimal displacement. We strongly urge the Postal Service to take 
advantage of this opportunity. 

While we recognize that questions have been raised about whether a 
Postal Network Optimization Commission (P-NOC), as recommended by the 


8 



476 


President’s Commission, is the best mettiod for rationalizing the network, we do 
believe that the Postal Service must be allowed to close unneeded facilities. 

We also agree with the Commission that the Postal Service should 
expand retail access to its products and services to locations other than the post 
office, such as grocery stores, banks, and convenience stores. As the 
Commission stated, such a “revolution in retail access would allow postal 
customers to avoid the greatest inconvenience of a post office — having to make 
a special trip there.’’ (page xviii). In addition to making access to postal products 
and services more convenient for retail customers, it would allow the Postal 
Service to reduce its costs. 

Improvements in the Collective-Bargaining Process 

We agree with the President’s Commission and with the Postmaster 
General that cost control is essential to the Postal Service’s long-term viability. 
Despite years of investment in automation, personnel-related costs continue to 
comprise more than three-quarters of the cost of operating the Postal Service. 
Any meaningful effort to control costs must address this issue. We noted 
previously the Commission’s finding that 47 percent of Postal Service career 
employees will be eligible for retirement by 2010. Again, we strongly urge the 
Postal Service to take advantage of this unique opportunity to right-size its 
workforce and reduce its personnel-related cost burden. 

We also agree with the President’s Commission and the Postmaster 
General that the collective-bargaining process and the relationship between 
Postal Service management and labor can be improved. 

As the Postmaster General testified before this Panel, the addition of a 
mandatory mediation step between collective bargaining and interest arbitration 
could “help forge a final resolution” or at least “limit the issues that must be 
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addressed” in arbitration, (page 7). Furthermore, allowing the parties to 
negotiate benefit levels, at least for new employees, could result in agreements 
that benefit both the Postal Service and its employees. Finally, the Postal 
Service and its employees should be required, or at least allowed, the 
opportunity to hold brief negotiations after an arbitration decision is announced to 
determine whether a mutually acceptable alternative is possible. 

As the President's Commission also found, there are opportunities for 
improving the management-labor relationship; “In 2002, 184,329 grievances filed 
by members of the Postal Service's four major unions reached a ‘second step' 
appeal, and 106,834 were pending arbitration.” (page 127). We understand that, 
over the past year. Postal Service management and labor have made strides 
towards improving the grievance process. We encourage them to continue to do 
so, using private sector best practices. 

Universal Service/Public Policy Mission 

MPA supports the recommendations of the President’s Commission that 
the Postal Service continue its mission of providing “high-quality, essential postal 
services to all persons and communities” (page xi) and that it continue as a 
governmental entity that combines its historic and still vital public service mission 
with a modern business-minded approach. 

In keeping with this important mission and recognizing that the Postal 
Service is the least-cost provider of “last mile" delivery services, we agree with 
the Commission that “the Postal Service should maintain its current mail 
monopoly, and also retain its sole access to customer mailboxes." (page 32). It 
should also continue to fulfill its current universal service obligation. We do, 
however, recognize that the Postal Service’s mission and the scope of its 
universal service obligation and monopoly may need to be reconsidered at some 
point in the future. 
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Furthermore, as part of the Postal Service’s public service mission, we 
agree with the Commission that the “existing preferences for favorable rates for 
the mailing of periodicals and non-profit correspondence should be maintained.” 
(page 67). Our nation’s postal law has long accorded special recognition to 
magazines, newspapers, and books for their educational, cultural, scientific and 
informational value. 

Indeed, facilitating the nationwide distribution of the printed word was a 
fundamental justification for the original establishment of America’s government- 
sponsored postal system. Beginning with the 1792 Post Office Act, and 
reaffirmed in every major revision of postal law since then, successive 
Congresses and Administrations have agreed that facilitating and encouraging 
the distribution of periodicals through the mail serves the national interest. 

The historical recognition in postal law and policy for the important role 
magazines, newspapers, and books play in educating and informing the public is 
as important today as it was when the national postal system was first created 
over two hundred years ago. 

Civil Service Retirement System Overpayment 

In April of this year. Congress enacted legislation (P.L. 108-18) to prevent 
the Postal Service from overpaying for the retirement of its employees by $105 
billion; as a consequence of this Act the Service was able to postpone the next 
rate increase until 2006. For this, we are grateful. The Act, however, also 
transferred the responsibility for funding more than $27 billion in Civil Service 
Retirement System pension benefits related to the military service of Postal 
Service retirees from the Department of the Treasury to the Postal Service and 
required the Postal Service to hold “savings” from the Act for years after fiscal 
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year 2005 in an escrow account. We believe that both of these provisions of the 
Act should be repealed. 

We agree with the President’s Commission's position that the 
“responsibility for funding Civil Service Retirement System pension benefits 
relating to the military service of Postal Service retirees should be returned to the 
Department of the Treasury." (page 140). As the Commission accurately stated 
in its report: 


...it is inappropriate to require the Postal Service, as a self-financing 
entity that is charged with operating as [a] business, to fund costs that 
would not be borne by any private-sector corporation (costs associated 
with benefits earned while the retiree was employed by another 
employer). In addition, requiring Federal agencies financed through 
Congressional appropriations to cover the military retirement benefits of 
its employees still ultimately taps resources from the same appropriate 
revenue source— taxpayers. Requiring a self-financing Federal entity to 
follow suit is wholly different. It asks those who use the nation's postal 
system to subsidize the U.S. military every time they use the mail, (pages 
125-126). 


Further, requiring the Postal Service to hold the “savings” from CSRS 
reform in an escrow account would result in ratepayers continuing to overpay for 
postal services to a significant degree. In fact, just to fund the escrow account, 
the Postal Service would have to raise rates in FY 2006 by 5.4 percent in 
addition to what is justified based upon normal inflation. When combined with 
inflation, this would likely result in a disastrous, double-digit rate increase in FY 
2006. 


In summary, we believe that the strong recommendations made by the 
President's Commission provide a basis for the kind of postal reform that will help 
ensure the efficiency, affordability, and stability of the system for the coming 
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decades. The need for postal reform legislation is urgent. With your strong and 
aggressive leadership, meaningful and comprehensive reform can be, and 
should be, enacted this year. 

We hope that you find our perspective on the key elements of postal 
reform useful and look forward to continuing to work with you on this vitally 
important issue. 
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Statement of 
John V. “Skip” Martiney 
Executive Director 

National Star Route Mail Contractors Association 
Mr. Chairman 

My name is John V. “Skip” Maraney and I am Executive Director of the National Star 
Route Mail Contractors Association (the Association). We appreciate the opportunity to 
provide testimony to the Committee with respect to Postal Reform. The Association 
ultimately represents some 17,000 Highway Transportation Contracts held by small 
family owned businessmen and women inciuding many minorities who transport mail 
over the highway and also Contractors who deliver mail to rural America. The USPS 
Highway Contracting Industry is the only dedicated industry with which the USPS 
contracts for the transportation of the mail as over 85% of our Contractors do nothing 
else but haul mail. 

I have provided a copy of the statement of our National President, Robert B. Matheson, 
before the Presidential Commission on the Postal Service and my comments here will 
serve as an addendum to his remarks as certain other issues have emerged since his 
testimony. 

The current law provides the USPS with the authority to contract for the transportation of 
the mail (Sec. 5005 (a) 4). It also provides that such contracts shall be for periods not in 
excess of 4 years (or if the USPS determines that special conditions or the use of special 
equipment warrants, not in excess of 6 years (Sec. 5005 (B) (1)). Also under the same 
section current law states that the USPS with the consent of the Holder of any such 
Contract, may adjust the compensation allowed under that contract for increased or 
decreased costs resulting from changed conditions occurring during the Term of the 
Contract. Sec. 5005 (B) (2) further states that a Contract under subsection (a) (4) of this 
section may be renewed at the existing rate by Mutual Agreement between the Contractor 
or Subcontractor and the Postal Service. 

It should be pointed out that the current law does not entitle a Contractor to a renewal of 
his/her Contract. In fact, the courts have held that a Star-Route Contractor did not have a 
statutory entitlement to such renewal (See MNers & Myers Inc. V. United States Postal 
Service, 527 F. 2D 1252, 1254 n 2, 1257 1975). It should also be stated that a 

not insignificant percentage, approximately 20% of contracts are not renewed each year 
due to the inability to reach an agreeable rate, poor service or other reasons. Prior to 
1948 the USPS had no statutory authority to renew or adjust Highway Contracts. 
Contracts had to be re-bid every four (4) years and the current contractor’s rate was 
publicly posted. As a result, massive cutthroat bidding took place with Contractors just 
bidding to get the service with little regard to the costs necessary to operate the Contract. 
As a result, in 1948 approximately 48% of the Contracts throughout the United States 
failed due to the Contractors insufficient revenue. This event obviously had a deleterious 
impact on the USPS transportation network and led to the USPS and the Association to 
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come before Congress and request legislative authority to renew and adjust such 
contracts. In 1 948, Congress did pass such a law (PL 669) which granted the PMG 
permissive authority to renew and adjust Star Route Contracts (today referred to by the 
USPS as Highway Contracts Routes or HCRs’)- The broad language of the Law led the 
then Postmaster General to write to the US Comptroller Genera! and ask for a ruling on 
the intent of Congress. The Comptroller General wrote back and upon reviewing the 
Legislative History of the Law, issued six (6) basic intents of the Law (attached for your 
review). So happy was the then Postmaster General to receive the above permissive 
authority to renew and adjust Highway Contracts that he published the Comptroller 
Generals Ruling on PL 669 Congressional Intent in a USPS Manual on Transportation 
and International Services (attached). You will note G (6) of the intent which states that 
the Postmaster General approach the problem of adjustments and renewals from a 
viewpoint sympathetic to the existing Contractor (my underlines). 

Since 1 948 the USPS has had a policy of renewing Highway Contractors for Successive 4 
year terms as long as the Contractors price remains competitive and his/her service good, 
and to monetarily adjust such Contract due to changed conditions which may occur 
during the term of the Contract. This sound policy has worked well for the last 55 years 
and has provided compensating benefits to both the USPS and its Highway Contractors. 
The Contractor is able to amortize his/her equipment and other costs over a long period 
of time thus keeping his costs down and the USPS has had the continuity of service as 
well as good rates from professional and well-qualified Contractors. (See US Senate 
Committee Report 91-912, JuneSrd, 1970, pages 18, 19 & 20). I might add here that the 
USPS is a tough negotiator when it comes to negotiating contract renewal rates. It has 
been the culture of the USPS for the past several years that the Contractor is expected to 
lower his rate in order to successfully renew his Contract. 

Since the 1960’s when the railroads downsized operations, the USPS has depended more 
and more on the Highway Contractors for the transportation of its mail, both long and 
short hauls. In fact, the Postal Service is converting more and more of its transportation 
from Air and Rail over to Highway, It has determined that Highway Contractors, in most 
cases, offers the USPS the most efficient and economical mode of transportation. (Due 
certainty, celerity and security). The Highway Industry now forms a vast interdependent 
and interlocking transportation network. Upset any one portion of it and you may disrupt 
operations up and down the network. The USPS Annual Highway Contract 
Transportation Budget is approximately 2.5 billion. Of course, the Air and Rail Budgets 
are diminishing because Highway is becoming the major provider. As stated before, the 
USPS Highway Contracting Industry is the only dedicated mode and industry with which 
the USPS Contracts for its transportation. 

Ail the foregoing having been said, the USPS and its Highway Contracting Industry is 
facing a dilemma of immense proportion which somehow must be mutually resolved if 
the USPS is to attain if s stated goal while retaining the professional services of its safety 
net of Highway Contractors. 
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The dilemma we are mutually facing is such: I know you have heard of the Postal 
Services Network Integration Alignment (NIA) proposals wherein it wishes to optimize 
its networks and in fact close andyor combine many of its facilities which it deems to be 
costly and uimecessary. We don’t have any quarrel with the USPS on its efforts to 
reduce costs in these areas. In fact, the Presidents Commission on the Postal Service 
(PCOPS) recommended that the USPS close or combine many facilities and perhaps look 
at the private sector to operate others. Our mutual dilemma occurs due to the fact that 
there are thousands of Highway Contractors who are currently transporting mail into all 
the facilities in question. The issue is what happens to these transportation Contracts 
when the massive change of NIA takes place? 

The USPS has a verbal proposal on the Table that it has discussed with the Association 
which, if implemented, would totally revolutionize the way the USPS currently conducts 
business with its Highway Contractors. The USPS position (paraphrased) is that it does 
not want to Contract with us for four (4) year Contracts when it knows, due to NIA, that 
sometime within the 4 years it may have to curtail or eliminate the Contracted 
Transportation and pay the indemnity due to such a Contract cancellation for 
convenience. Therefore, the Association has been told verbally in both a private and 
public meeting with Postal and Association Representatives that it wishes to, due to cost 
factors, implement a new Highway Contract Transportation Policy which would dictate 
that USPS Highway Contracts in the future be two year Flat Rate Contracts with no 
indemnity payments for USPS convenience cancellations, no monetary adjustments for 
changed conditions, and no renewals. We have requested a written copy of the USPS 
Plan so that we may submit written and official comments. We have been told that our 
request will be honored. 

The Association and the Industry is most apprehensive and extremely concerned about 
this dramatic change in the USPS philosophy and how it plans to conduct its future 
business relationship with our Industry. It appears to us that with two (2) year Flat Rate 
Contracts with no adjustments, no indemnity and no renewals, the Highway Contract 
rates for such terms will have to increase dramatically as the Contractor will have to 
recover all his costs within a two year period in direct contrast to the current system 
where he/she is able to stretch costs out over a longer period of time, thus holding his 
Contract rate down of which the USPS is the ultimate beneficiary. The indemnity 
provisions in current USPS Contract General Provisions make it easier for Contractors to 
obtain loans from financial institutions as the indemnity allowed for a Contract cancelled 
for convenience of the USPS offers a measure of collateral to the Financial Institutions 
that the loan is protected. With no monetary adjustment for changed conditions and no 
renewal of the Contract, the Contractor will have to compress his costs. 1 again state that 
the current Law provides permissive authority to the USPS to renew Highway Contracts 
and one of the intents of the laws as ruled by the Comptroller General is “That the 
Postmaster General approach the problem of adjustments and renewals from a viewpoint 
sympathetic to the existing Contractor”. Although the legal authority is permissive, it is a 
positive permissiveness and its clear intent is for the USPS and the Contractors to attempt 
to mutually renew Contracts at acceptable and competitive rates. 
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The Association is in current communication with the USPS (Another meeting is 
scheduled for January) in an on-going effort to meet the USPS needs while also 
attempting to protect economic investments and ensure a future with the USPS of our 
Contracting Industry. One thing we do know the USPS and the Contractors have an 
enormous challenge facing it and the USPS, in order to successfully pull off its NIA Plan 
is going to need the help of experienced Highway Contractors who understand and fully 
comply with Service Requirements demanded by the USPS. Our Contractors are 
professional Mail Haulers and know what it takes to accomplish the efficient movement 
of mail in and out of Postal Facilities. Existing Contractors must have their drivers 
undergo FBI checks, and be fully screened by the USPS Inspection Service, display 
badges when going in and out of Postal Facilities and are required to meet demanding 
and on-time schedules. 

Postal Service Officers have told us that it’s the Star Route Contractors who efficiently 
manage the USPS Docks. This is not the case when the USPS uses Brokers or other 
companies or individuals whose reputations and service is unknown to it. In too many 
cases the USPS does not know whom the Contractors or drivers are, that are going in and 
out of its facilities. As stated in President Matheson’s Statement, Homeland Security 
could be a serious issue here as the USPS may be able to screen its Brokers but it does 
not necessarily know who the Broker gets to perform the service or whether these drivers 
have received FBI checks or have had any screening at all. This issue needs to be 
seriously addressed by the USPS. 

In summing up, I again state that the Association and the Industry it represents is most 
apprehensive and extremely concerned about the USPS Plan as to how it will dictate 
future Contract terms and conditions in order to resolve what it sees as a major economic 
issue with respect to continuing to conduct business with our Industry in the traditional 
way we have experienced for the last 55 years. The Association feels that our Industry 
can compete with anyone as long as the rules are fundamentally fair and the playing field 
is level. 

Once we receive the USPS Plan in writing, as promised, we will be providing comments 
and alternative proposals which hopefully can mutually resolve the USPS concerns while 
keeping the professional Highway Contract Industry intact. I should also mention that 
the USPS has also stated to us that its Box Delivery Contractors will be exempt from its 
proposed Plan and these Contractors will be let and renewed for four (4) years with 
adjustments, indemnity, etc. 

As also stated in President Matheson’s Statement to the PCOPS the Association supports 
Postal Reform and feels the USPS needs the flexibility to compete with its competitors in 
today’s market. The economic welfare and stability of our Industry is inexorably linked 
to that of the USPS. With over 85% of our Contractors engaging in no other business, if 
the Postal Service fails or goes under so does our Industry. We need for the USPS to be 
economically sound and it needs us for the continued efficient and professional over-the- 
Highvvay Transportation of the mail with due certainty, celerity, and security . 
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On behalf of the Association I thank you for allowing me to present this testimony to you 
and members of the Committee. I would be happy to respond to any questions the 
Committee might have. 
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COMPTROLLES. GENESAI, OF TK2 UMTEI! STATES 
WASKINCTON 0-0. SOB-ia 


B-1412D3 


UoTBmoer 15, 1933 


'The Eonoracls Charles McC. J'iathiaSj Jr, 
Ccirmittae on Goverrarent Affairs 
Onitsd States Senate 


Dear Senator .Ma-thias: 


This responds to your letter of August 5 , 1983 in which you ask 
about the legislative history of the Act of June 19, 1943, Pub. L. No. 
80-669, 62 Stat. 477, originally codified at 31 D.S.C. S 434, and its 
relevance in inta:^rating 39 D.S.C. SS 5CC5Ca)(4), {b)(l) and {b){2), the 
successor to section 434. The 1948 Act provid^ botii for star-route con- 
tract renewals readjustirents upon nutual agraeirent of the Postmaster 
General and contract holder. Your staff suggested that your interest 
resulted from complaints that the Postal Service might award renewable 
contracts to persons other than the star-route contractor holding the 
original contract. For the reasons given below, we thinJc the legislative 
history of the 1943 Act should be used to interpret the cited subsections 
of section 5005. 

With respect to the questions asked, the Postal Service maintains 
that both the legislative history of the Acts refererxed above and the 
substantial praser’-atio.t cf the Act cf J'cr.s 19, 1943 b? tha Postal 
Paorganication Act shew t-cat tha Congress was satisfied ■■chat the earlier 
act s-truck a reasonable balance between the cempating needs of the Postal 
Service and star-rcuta carriers. In this ragerd, the Postal Ser^'ice 
states that there never has been a vested right of a star-route contrac- 
tor to renewal of a star-routs when a Postal Se:h7ica contracting officer 
determines that the public i.ntarast would test be served by opening up 
the route for cotipetitivs bidding. 

Tha -Act of June 19, 1948 pro'/ided in pertinent part: 

"The Postmaster General may, in his discretion and in 
the interest of the postal service, ■* * * by mutual agree- 
ment wi-th the holder of any star-route contract, renew 
such contract at the rata prevailing at the end of the 
contract term, for additional terms of four years with 
such bond as may be required by the Postmaster General. 

Any such contract may be terminated at the end of any 
four-year term at the option of the Postmaster General or 
■the contractor or tarminatsd at any time by eperation of 
any existing law. 

"The Postmaster General may, in his discretion and 
under such regulations as he may prescribe, with the 
consent cf the contractor, * * * readjust the cenpansation 
of a star-route contractor for increased or decreased- 
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costs cccasicned by changed conditions ccoirring during 
the contract term which could not reasonably havs teen 
anticipated at the time of niaicing his original proposal or 
executing his hord for a ranswed contract as pro'/ided 
herein," . • 


The Conmittae reports and floor debate shew that the Act was 
intended to protect star-route contractors. H. Sap. No. 2003, 80th 
Cong. 1st Sess. 3 (1947); S. Bap, No. 279, 80th Cong. 1st Sess. 1-2 
(1947); 94 Cong. Rec. 7101-07 (1943). Eie House report states that the 
legislation would "eliminate insecurity, prevent cut-thrcat bidding, 
retain the service of honest and conscientious star-rcuts carriers and 
permit a flexible procedure for adjustment based upon changing econcmic 
conditions." H. Rep. No. 2003, supra, at 3. See also B-78175, March 5, , 
1950. The report also says that in instances where star-rcuta contrac- 
tors have performed their contracts satisfactorily "the Postmaster 
General should approach the problaa of letting new contracts or making 
adjustments in existing contracts based upon changing econcmic conditions 
from a viewpoint syrnpathetic to the. existing contract holder." Id . 

The Act also intended flexibility in the renewal process. In inter- 
preting the legislative history, the United States Court of .appeals for 
the Second Cirouit stated that the Ac± was intended to maintain flexi- 
bility for the Postal Se-r/ics by maicing the contract rene’.«al decision a 
discretionary matter and that under the Act a star-route contractor did 
not have a statutory entitlement to such — enswal. See Mvers S lyh^ers - 
Inc. V. United States Postal Ser^/ice , 527 ?.2d 1252, 1254 n.2, 1257 (2d 
Cir, 1975). This position also was evidenced in the hearings on tha 
Act. Thus, the Post Office department's director of Transportation 
pointed cut that the -Act '^stuld give the Postmaster General authority 
either to negotiate a follow—on contract with tha same contractor on a 
job-source basis or to ractnpeta, sAiefeever might be most advantageous. ' 
Carrying of Mail on Star Ecutes: Hearings on S. 263 Before a Subcemm. of 
the Senate Cemn. on Civil Sevice, 80th Cong., 1st Sess. 5 '(1947). See 
also Star Scutes; Hearings Eefore the House Cenmittee on Post Office and 
Civil Service, 80th Cong., Ist Sess. 6 (1947) (Statement of Frank E. 
Russell, National President of trie National Star Scute Mail Carriers 
Association. ) 

In 1960, title 39 of the United States Code was enacted into posi- 
tive law. Pub. L. No, 85-682, 74 Stat. 573. Former seexion 434 was 
repealed and restated as subsections (a) and (c) of section 6416 and 
subsection (a) of section 6423 of title 39 with minor changes in 


- 2 - 
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phraseolcgy. 2/ Public law 85-632 intandsd only to ras'tata a::i3tir.g law 
it did not malta any substantiva ciianges to the Act of Jijta 19 , 1943, H. 
Rep, No. 36, 8Sth Ceng,, ist Sass, 3 (1959); S, Hap, Ho, 1753, 8Sth 
Cong., 2d Sees. 5 (1950), 

Subsequently, title 33 was revised and reenacted by the Postal 
Reorganization Act, Pub, L. No. 91-375 , 84 Stat. 719. That Act 
elLTiinated sections 6413 and 6423; however, similar language was 
incorporatad into the new section 5G05. In pertinent part, that section 
provides: 


”S 5005. Mail transxortaticn 

(a) The Postal Service may obtain mail 
transportation ser/ics — 

* * * * . * 


2/ Those subsections state; 

5415. Renewal of contracts 

(a) The Postmaster General, by mutual acregnsnt wi'th 
tha holder of a star-rcute, * ^ ^ and witheut aevartising 
inay ranew the contract, for successive iarms, of net more 
than four years each, at the rata cf ocitpsnsation 
prevailing at the end of the preceding contract term. The 
contractor shall give such tend as the Postmaster General 
requires. 

* * * * 

(c) A contract under this sacticn may be terminated 
at the end of any four-year term at the option of tha 
Postmaster General or the contractor, or at any time by 
cceraticn of law.” 

***** 


"S 5423. Readjustment of concensaticn of contractors and 
mail messengers 

(a) The Postmaster General with the consent of the 
contractor may readjust the coirpereation under a 
star-route, * * * fcr increased or decreased costs 
cccasicned by changed conditions occurring during the 
contract term which could not raascnably have been 
anticipated at the time — 


{ 1 ) the original bid' was made * * * , " 
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(4) by contract frcm any person (as defined in 
section 5201(7) of this title) or carrier for surface 
* * * transportation under such terms and conditions as it 
deems appropriate, subject to the prc'/isions of this 
section . 

(b)C1) Contracts for the transportation of mail pro- 
cured under subsection (a)(4) of this section shall be for 
periods not in axcsss of 4 years (or where the Postal Ser- 
vice determines that special conditions or the use of 
special equipment warrants, not in excess of 6 years) and 
shall be entared into only after advertising a sufficient 
tins previously for proposals. The Postal. Service, with 
the consent of the holder of any such contract, may adjust 
the condensation allowed under that contract for increased 
, or decreased costs resulting from changed conditions 
occurring during the term of the contract. 

(2) A contract under subsection (a)(4) of this sec- 
tion may be renewed at the existing rata by mutual agree- 
ment between the holder and the Postal Service, "£/ 

A comparison of the quoted subsections of section 3C05 wi'th its pre- 
decessors shews little substantive chance, -Phe new section centinued -ohe 
authority, upon the mutual agreensne cf the Postal Service and contract 
holder, to readjust corpensaticn under a contract for increased or 
decreased costs and to renew a contract without adve— lising. Although 
the legislative history cf the Postal Paerganioation Act pro'^idss little 
specific discussion of the star-route program, it suggests that the new 
provision was substantially the same as its prececsssers. See 3, Pgp, 

No. 1353, 9l3t Cong., 2d Sess. 83 (1970); S. Rap. No. 912, 9l3t Cong., 2d 
Sess. 20-21; 115 Cong, Pac. 25953 (1970) (Comment of Senator McGee, 
Chairman of Senate Comm, on Post Office and Civil Ser'/ice). 


V In 1972, subsacticn (b)(2) of section 5005 was amended by replacing 
the word "holder” with the phrase "contractor or subcontractor." 

Pub. L. No. 92-286, 85 Stat. 133. Hie purpose of the amendment was 
to e.xtend the authority of the Postal Service to renew star-route 
contracts with subcontractors when a subcontractor was performing the 
service under the crime contract. H. Rep. No, 948 , 92d Ceng., 2d 
Sess. 1-2 (1972); S. Jfep. ilo, 342, 92d Cong,, Ist Sess. 1-2 (1971). 

No Other change has been made to the section. 


- 4 - 
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Ectii the United States Court of appeals for the Second Circuit and 
this Office have taken the position- that the sections are substantially 
the same. Thus, in Myers s M^/ers, Inc, v. United States Postal Service , 
527 F.2d 1252, 1254n,2, 1257 (2d Cir. 1957), -the court relied on the 
legislative history of the Act of June 19, 1943, to interpret subsection 
(a)(4) and (b)(2) of section 5005. And, as you point out, in B-141203, 
May 31, 1972, we concluded that under the Festal Reorganization Act, the 
Congress intaricied to give the Postal Service the Sana au'thori-t'< wj-th 
tespecu 'Lj star-route contracts as the fornar Post O ffice Decartaisnt had 
under the Act of June 19, 1943^ ^ ~~ ’ ■ " 


For the above reasons, we think the lacislative histcr*, of the 1943 
Acrt _shculd he used to in terpret subsectionsja) (4) , (b)(1) and (b)(2) of 
section 5003, ^ ~ ■ 


Sincsrely yours. 

Acting GDnctrollai' General 
of the Onitsd States 


- o - 





493 


1D43 


CONGEESSIONAL ESCOED— HOUSE 


7101 


ill-. D0I333O. ijr. SpEsiro. I ast 
lUianicous corwSr.t ttot all Members 
may havs nve legislative days in which to 
rovise and erctend their rernarlrs on the 
bill. 

Tae S?S.iS;ZIt. Is there objoctinn to 
the rs-riUest or tlra gentlsnion from 
Michigan? 

There was no objection. 


Mr. TABSS. from the Committee on 
Appropriations, reported the bill (K. R. 
33Ci> malcing appropriations for foreign 
aid for the period beginning April 3. 1243, 
and ending June 30. 1343. and for other 
purposes (3ept. No. S173), which was 
read a Srst and second time, and with 
tlie accompanying papers. reCerred to 
the Committee ci the Tv-role House on 
the State of the Union and ordered to be 
printed. 

Mr. LUCAS reserved all points of order 
on the bill. 


EZCTSt’^IGS OP RE1I-4RSS 
S/fr. HA'/UNNHS fat the request of Mr. 
Bintsu) was given permission to extend 
his remarim in tho Appendix of the Hsc- 
cap a nd includa extraneous matter. 
3T.th-3CTT2 i-mu. cotrm.\CTS 
Mr. H.4XL2CI-L Mr. Speaker, I ask 

ConmiStse I may call up House Resolu- 
tion 323. providing for the considoratior. 
:r bill. S. dlC.. to provulc for iiic 

vtner purposes. 

^ The iFSASHR/'lsai^obiKtion la 
Indiana-? 

Thera was no objacLi-oa. 

The Clerk road tho rosoiulion, as 
fallows: 


Hciiotvsd, That laixediatily upca the 
Adoption of tills .rasslutton it sbsll be la 
order to mcTs tb.at the Souse resolve itsoi; 
into tba Csaslttse of the Whole Houae on 
the State of tbo tfntoa for ronaideratioa of 
tie bin (3. SSS) to provide for tie carrying 
of mall on star routas, and for other pur* 
poses, and all points of order against said 
bill are hereby waived. That after general 
debate, which ehall be coodeed to the bill 
and contlnua not to exceed I hour, to be 
equally divided and cantrolted by tie chair- 
man and toailng aiiaorlty member of the 
Committee or. Post Office and Civil Service, 
tha bill shall be read Cor amentlmcnt iim’.er 
tic 3-miauta .-.ila, It sltall Sc In order to 
aoaslder wtthouc tie luterveatlcn of any 
point of order tho substitute committee 
-nmondment reeemmendad Sy the Cotnmitree 
^ii Post OvDse and Civil Seivica mow in the 
Sill, and such suijstituto Cor the purpose of 
amendment ahall be coruldersa under tie 
j-mlcute niia as an orlgiaiU Sill, .-^t the 
tonclualon of tie raading oC uia SiU c-.>r 
;uneiidme-.U. tiio Cotniaillco aiwll rise anti 
-.•Qpiti-t thu same lo uio Ilmisr -.vitu .uich 
.mirnUmviitj -.is ;;my Iviva bc?:i iidcpieU. and 
any momijc: r.iay demand a ssearaic •-•oti: Ui 
.iiu :-ii!uas ar. any of tie ouiondmenis 
•fiom.-'n In '.'.'.li .joinmittoo of :ic Wheie to 
l;-7 :j!ii „-v .:-..inr.-.itrae ,Mdv;;i;;no. Ti-.o .-n- 


Tho SP2ASSB. Tile gentiemaii from 
Ihdiana is rcccgairac. 

3^ir. H-ALIZCH. Mr. Speaker, this bill 
was rcportsid by the Cozemittee on Post 
OSes and Civil StrvuJa and, among ether 
thinzs. pertains to the carrying of mail 
on star routes. Members oi the cem- 
mittTC are hers to discuss the provisions 
of the bill itself. I have no further com- 
ment coacerciag it 1 sss Uie gentla- 
man from Illinois {Mr. S-\b.'.7h 1 is here. 
I yield him 30 minutes. 

Mr. SA3ATH. Mr. Speaker, I was not 
hers when the bill was called up for 
consideiation because the Hulas Cora- 
mittse was bolding hauicgs on very im- 
portant Icgisla.ian. 

However. I know something ihcmt this 
bilL I appreciate that some Members 
feel it is necessary for us to change cur 
star-route system and aiiminata the 
awarding of contracts to low bidders. 
This bill proposes to give the Postmaster 
Gecaral the i^ht to award contracts not 
to tiie lowest bidder but to any bidder he 
may prefer. I know it has been stated 
that these star-route carriers have not 
made very much money. However, I 
think they are being much better com- 
pensated than the post-oace clerks and 
Use letter carriers in the large cities 
where tlie cost of livang has and is go- 
ing up so tremeudcnsly. Still we are 
holding up thc'biil to increa-se the waars 
of the pcstai workers, -a bili that the 
ecuntry demands and urges that -we pass 
in -f^cr 13 do .vomeihin-j is relieve the 

Tha; bill is not heiag brought 2n here for 
eoastderahon. but *h:s oil'., jiiminacir.g 
the protoction that the Covemment lias 

and piainng f-avcrlies. is 'coiled un 
fer consideration. -The measure plays 
favoriti.wi with these who stand best 
with the powers that be regardless cl 
what the increased ccs; may be. Per- 
sonally, I cried to occain sems iniorma- 
iion on how much It will cost over pres- 
ent costs, but I '.vas unable to obtain the 
iBlormatioa from those wbo tsstiflsd be- 
fore the Committee oa Paiies. I am un- 
der the impression that this will add as 
additional thr-ee to five miiUcn dollars to 
the cost of star-routs servlco. I do not 
think there is any justification for it. 
except that seme gentlemen aro inter- 
orted in soma of these people who would 
like to sot these contracts at their o'vn 
price. la view of the avsr-increasiag 
cost of govemsior.t I tliink that we 
should 023SO being rodclsss in our appro- 
priahens and in the sasstng of logisia- 
t’.on that means an adclticnal burden 
upon the taxpayers of our country. 

Mi'. Speak-or, wo sl^ have had a bill 
ponding f-jr a locg while that ivould to 
como entont roduco tlie deficit which 
exists in the Post OSes Department. I 
voter to the bill to incraasa ssccad-claas- 
maii vatos. I weedor why it is not being 
brought in hcr-i for conslaarition. be- 


3I-jO.330.GOO. There is still aneshar bill 
that sheuid be censidersd Instead of the 
one under consideration, cut you gen- 
tlemen havo tho power, you have the 
majority, and the demand.s of rhe favor- 
ites aro groat and you will foilew their 
wlsh'js regardless of the cost of the 
Govemnen: and rogaraiess of the fact 
that ycu have failed to bring in the bill 
givimr promised wage increases to the 
doser’ing post.ai and other Government 
empiorecs. Yet you have failed to bring 
in this bill increasing second-class rates 
which xlll reduce the deficit of the Pest 
Ciucs Department as I have staled by 
at least SljQ.COQ.OOO. 

I know why you do not bring the bOl 
in. IS would perhaps aficct seme of the 
mogaoines that arc iriendiy to you and 
that you have so much in inrest i.n. also 
it may affect some of the newspapers that 
are faverabie to you, so ycu do not -want 
to increase the oast of second-class mail. 

Mr, HALLSCK. Mr. Speaker, will the 
gentleman yield? 

?<Ir. SA3ATH. I yield to the gentle- 
man from Indiana. 

air. H.ALT;SCBL The gentleman has 
referred to the deficit in the Post OSca 
operations and its effect cn She ta::payors. 
and he referred to a measure to increase 
the postal rates to evsreems some of that 
deficit. Would the gentleman support 
such an increase a.* that-~tha5 is. an 



ara sent a: great cos: to ‘.he Gci'ammer-t. 
I do not think the mail-order houses need 
thu relief or should continue, to raceiva 
this advantage from the Govemmant. 
They are making enough money ihe way 
it is. there is no question about that. 

Mr. HALLECI-L Mr. Speaker, I havo 
ao further requests for tima. 

Mr. SA3ATE. Neither have L Mr. 
Speaker. 

Mr. HALLSCS. Mr. Syealcer. I move 
the previous question. 

The pra’hous question was ordered. 

The SP2AKZH. The question Ls oa 
tha rstolutica/ 

Toe resolution was agreed to-, 

A motion to reconsider was laid on the 

hiz. HSES. Mr. Spea.4ar. I .move that 
tha House resolve itself into the Com- 
mittee of the Tvhoie Hou-is on :he State 
-3; the ”nion for the censidaration of tho 
bill (2. 283) to provide for th-a carr.-dns 
of .noil on star routes, and for other 

Tha'mccicp- was agrocQ c.!. 

.Accordir-gly the House rcsvLvsd ih-ieif 
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14 ^r. I TuaU io Uic :Jistinguish«l 

sentscHian from jjortix Carcli:^ wiio fcas C3 
5 - »ksn 2 . srcat deal of inrarcs; in tiiis les- 


i;'.,' -u-'r-ijr". la yiars^ av^ry Con- 

,:vj pncjr ioiuzlon has been diilicuit 

ar.cui.-a-dc; aaaileiaan ircm 'Tasnesaes 
i.ar. GvicaaAT.. has spent a srsat deai of 
and ensr37 in an attampt 
lis problsm. A biii. was 
Hauso in a previous Con- 
_ 07 the gentlaman frcta 

“ Jr. iluPHAa’]. but for some 
secure the approval of the 
--aaso- CO. wg are hero toda? with this 
oill rocotamendEd unanimausl? by our 
oommitxsa and reported by the gentle- 
man from Tennessee C2£r. iltnutsyl ; 
it has been agreed upon and approved 
ncs Eepartaent. It css 
also been approved by the TegislatiTe rep- 
the scar-route carriers. 


Hr. DCUGHTON. tTador the fclU 
new bsir^ presented by the distinguKhed 
gentleman &om Tar.s.is. can iiie Fost- 
piascer General disrs^ird the bids, if he 
cares to. and continue the contract cavr 
in 2 :rost under which the coutractor is 
cai-PTh:? the mml? 

Hr. RSiS. That is eorract. If a con- 
tract is in 3£a:t and the Fasemastar Gan- 
sral tilings Uia contract is ?:ur, he can 
ccncir.ue it even theugh someone else 
bids a lawar prica. The gantleman is 
correct. 

Hr. DOCGETCN. Ee has the discre- 
tion to c arr y on ^ present contract? 

?ilr. DOCGKTOE- ^ would have no 
vray of compelling the contractor to con- 
tinue the contract uslt^ he wanted it? 

Mr. HESS. Certainly not. There 
muse be mutual agreement for contract 
ancensions and revisions. 

Mr. DOXJGHTOST. iaow about the 
bciui? Tee present coatraciar is bend- 
sd only up to the 1st of July. The con- 
tractor would have to set a new bond; 
could net estsnd the -aid bend? 

Mr. 2SSS. 2?o ; it is a saw contract. 

Mr. IX)v.GHTOIi. 3e woaid have te 
^am^Ah a now ^na? 


Hr. CGLS nf Mo'.v York. Suppose they 
cannot agreg. 

Mr. P.32S. Tlxcn it is open for bids. 

Mr. CCL3 of New Yoric- Then the 
Fosima.'^tex General must accept the low- 
est bid? 

JJr. F,ZSS. Yes; the lowest rsason- 
acie bid. 

?.If. COLT a How York. Th.at puts 
iiini rl!:ht back in the situation the bill 
seeks to avoid. 

Mi. ES3S. We must keep in mind we 
have given the present holder an aiterna- 
tiv-o. He is throwing it open to bidding 
only because he wants a much mors 
Cavorabla deal. 

Hr. BONNER. UJr. Chairman, will 
the gsntieinan yield? 

Mr. RH2S. I yield. 

itr. EOIsYIER. My understanding is 
chat the Postmaster Generai has author- 
ity to accept the responsible bidder and 
nos necessarily the lowest bidder. 

?Jr. RTZo. Certainly, that is correct. 
He has auchority to accept the respon- 
sible bidder. He does nos have to accept 
an irresponsible bidder, and i do not be- 
lieve that be would. 

Mr. BONNER. In other wards, to the 
situation of the contract of a star carrier 
haring expired and bids having been 
oiaced cad opened, the Postmaster Gen- 
eral under this bill, shculd It become law. 
cen then nesoriate with the e.’csting car- 
rier. he having given satisfactory service, 
nocwichstanding che fact riaai thars is s 


*^32 submitted' '.o the Post CSc? Be- 

mastor Gcaiirai' approves' the xaa who 
has ths prasBst contract he nray cen- 
dnus his ccapract. TThat we an tryteg 
CO get rid si hsro is the ons-threaS hid- 
iing. wham -lai person has a contract 
in ifTccl and wants to renew it. and some- 
body cemas along and underbids oia by 
a itw dollar.'!. Crdtoarily the lowest bid- 
der is the one who receives it. biit suppose 
r. man 'ri'd.s i h* or .)d3 per year less, ws will 
say. under the prosens lav.r rise asw bid- 
der is jnpsctod to sat thn contract. 
Ti'on froguencly hs is disappoiatad and 


BC vG-HTC?T. if is is saiisfactovy 

Mr. BCL'GHTCiT. The contract would 

Mi\ BCCGBTCH. I thamk thg gen- 

will yield iurthef. 'tha situatica I was 
talking about was this. Suppose 3 or 4 
aceths ago the Festnnster Cenerai 
called for bids on a star route and bond 
was put up by the bidders. Tooss bids 
are already with the Best CSco Depart- 
ment. cut the c(3r.tract Itas net beep let. 
lycuid this bill apply tc the star routes 
wlssrs oids have already been submitted 
to the Post C£C3 Department? 

Mr. p-wyw . z would say so, because 
iha contract has net been let. If the 
present contractor has bid again, he ■mil 
be given considerarion for canttouing his 

Hr. CGLS of Ha'W Tori. Mr. Chair- 
men. will -toe s 2 Ecl:m£n yield? 

?Jr. cols' -ai Hew Tori What hap- 
.t-n.; in ho vKr. : t'r.-. contractor and the 
y’.i:;;m;i;-vcr Gt;ng*ai sannot come to an 


Hr. 30NNT*-!.. congra'sumte tos 
pent'eman and his committee on this log- 
isiahon. I think is. Is long past due. 

1 wcuid liia te ssls she gsatiamaa one 
further duesticn. Does this place she 
.iWr carrtor In a civll-sarvicu status sim- 
ilar to that of the rural carrier? 

Mr. REES. It does r.oc. 

Mr. BONNER. I regret very much 
that -.he legisUatlon does aos go that far. 
because I do think they are entitled to 
that, particularly those men who through 
the past years during the shortage of 
automobile transportation struggled and 
labored to carry on this service at a cost 
that did not return to them a fair amount 
for the operation of their vehicles. 

Mr. REES. I appreciate the gentle- 
man's views on that problem. I wish wa 
had mors time to discuss it here. I will 
say our committee did five the problem 
carof-ul consideration. 

Jtr.'. DCDG2TCN. Mr. Chairman, will 
the gentleman yield? 

Mr. REES. 1 am glad to yield. 

Mr. D0D0H70N. In renewing the 
oresent contract, could they renew it at 
a higher rata than at present? Suppose 
the ooiuract was at a certain rata, •would 
the Postmaster General have a right to 
rane” that contract and increase the 
rate? If there wore a new bidder who 
btU less, what would bo Ui« ciUitus thoii? 
I understand that the Pcstmoster Gen- 
arai cocicl roitaw it at the present price. 
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Mr, asss. Ml-. Ciiairrsian. will tlie 
gentleman jisM? 

Mi-. MUKSAY of Tonnesses. I yield to 
tisG chairman of our committee the gen- 
tleman from Kansas. 

Mr. RSES. To clarify some of the dis- 
cussion with respect to these bids, the 
gentleman from North Carolina catlctl 
attention to the question of having a 
chance to compete. I will say this to 
him, that of the 2.264 star routes in the 
southern section, section No. 2. there 
are now 559 present holders that did not 
submit new bids. That is more than 
one-fourth of them. So. I just wanted 
to explain that the bidding is not a 
dosed matter. Five hundred and fifty- 
nine routes are still open for bids tiiat 
the veterans can bid on or anybody else. 

I just wanted to clarify that panicular 
point. 

!Mr. CCOLSY. Does the gentleman 
agree that in most of these cases, a ma- 
jority of them, competitive bidding will 
be a thing of the past if you enact this 
law? 

Mr. HS3S. I would not say that that 
wouid be truE.net necessarily; no. I thinic 
l.he gentleman from Tonnos,sc(: liu.s maiU' 
a very fair ei^:planation on that score, so 
we hope there will be no cut-throat bid- 
ding. 

Mr. iUrRHAY of Tennes.see. I do not 
agree with the statement of the gsnlie- 
man from North Carolina that this will 
destroy open competitive bidding. It only 
provides that in the svont of faithfui 

tractor that his oonnmet ?;;U cs estendsd 
for an additional :3r!n of 4 yoant. Many 
of tho star-route contractors are old in 
the .’.arhcc, and ;S is nett conlcmplat-cd 
chat they will bo in the ser*/ico many 
mcra years, and -vhen they give up thsir 
service, their routes will go bach to cpe.n 
competitive bidding. 

Mr. COOL3Y. I do not Icnow shat 1 
object to the bdi. but I did want to point 
out the fact that it Is a possibility that 
for a few years in the futuro compeutive 
bidding will become a thing of the past, 
because it wiil be a negotiation between 
the contractor and the Department. 

Mi-, MURRAY of Tennessee. That is 
trie on certain routes. I agree with the 
gentleman from North Carolina. 

Mr. DOUGHTON. II the gentleman 
will yield furtlier, leaving out of consid- 
eration for the moment the present con- 
tractors who have not submitted new 
bids and do not desire to carry the mail 
any lungor. the present contracis in Uw 
souUiern territory e-tpiro on the 30th of 
.-.hi.s month. Other bid.s have been sub- 
:uii.U;it uu- all I, lie rDUtc.s. vVlil l-hcy be 
let under the present law or wUI the Post- 
master General laave the discretion to 
iiSeventiatc among those bidder.*!, or will 
he have to tahe the lowest respon-sible 
bid among the new bidders? 

Mr MURRAY of T.-nnessec. The 
:i.a-i,--i'oato contract in ;hc South may bt? 
aitiendcd by the Rostma-ster Genc:-ai 
■vhero the contractor has ronfiered faith- 
fui senico and -vhera the contractor 
wants to ccncinuo service, but if the cen- 
h-aclor aces not vant Vne route any 
tr iers r.Cf, bi.i, then the aids 


will be considered, and the contract for 
tiiat routs will be let to ttm lowest re- 
sponsible bidder. 

Mr. DOUGHTON. A.* under the 
present law? 

Mr. MURRAY of Tennessee. Tiiat Is 
correct. 

Mr. OOUGIfTOM. I thank the 
tleman. 

Mr. MURRAY of Tennessee. This bill 
does not interfere with the nrasent law 
providing for open cempetUive bidding. 
Under the present law. every star-routs 
contract extends Iot only 4 years. AS 
the end of 4 years the route must be put 
up for open competitive bidding. TTtis 
bill ainends the present law only in this 
im^tance: It gives the Postmaster Gen- 
eral the right to attend the contract for 
additional terms of 4 years where the 
contractor wants the contract extended 
and where bis services have been satis- 
factory to the Postmaster General 
Mr. DOUGHTON. It deals only with 
prrs<mt contractors. 

Mr. MURRAY of Tennessee. The 
gentleman is correct. 

Mr. LYLE. Mr. Chairman, will the 
'.rcnticnian iield? 

Mr. MURRAY of Tennessee. I yield 
to the gentieman from Tet:as. a member 
of our coir.mitice. 

Mr. LYLS. I tliini it might be made 
clear here that for years the gentis- 
man and I have wethed on titis matter. 
.As a member of the cammittee. I tnmx 

■sound to W'-c cuUbroac com^titive 
bidding for stiir routes than it wcuid 
be to have such bidding lor mail routes 
in the city of '-IViishingtca cr in Carpus 
Christ! or In any other place. The im- 
pertant thing is to have a soinid. use.^ui 
star route service. ”» cannot bat's chat 
if men are carrying mail on these routes 
on a cutthrcct basis. -A-bere they arc 
losing money by she day. complaining 
constantly tc the Deparur.ent. and try- 
ing cither to get o<it of their contracts 
or forfeit their bends or negotiate 
through their Congressmen for higher 
pay. .As for myself. I think that the fur- 
ther we get awr.y from this unsound 
business of cutthroat bidding the better 
off the service in the United States will 

Mr. MURRAY aC Tonnessec. I asi-<'c 
tiioroiigisly witii the statement of Uic 
gentleman from Texas. In many cases 
sh<?re has developed .a vicious cutthroa; 
s.vs!.:-!Ti :it biddir.fj -.jn the itiur roUl:-!, 
Ta.ko tile case of a star-route contractor 
who has performed satisfactory service 
for five contract tarm.-;. covering 2tt years, 
and his contract is again put up for bid 
for another 4 years, at the «piration of 
his fifth term. E-zerybody in the com- 
munity whoro this star-route contractor 
.operates kncw.s what his contract pay 
was. Let -os say his contract "vas 32,000 
per year for the pr^vioos A-year term. 
3cmc ieilov/ who is out of a Job in that 
community migni cay, ’3121 Jones, thu 



for 31.305-'' 3y bidding 35 under Ui.-; 
rssponsibie contractor he wcuid jct the 
contract from the Post CSce Depart- 
ment. "Wi! want to eliminate time. 

A-Lr. lAi'iH.AI.l. Mr. Chairman, will 
the gentleman yield? 

Mr. MURRAY of Tenner-ice. I yield. 

Mr. UAMIiAM. Thfie ir one pnim, 
that io net quite clear in my mind. 
Where bids have already been received, 
if this 'oil! is passed can the Postmaster 
General renegotiate with the old carrier, 
or '.vUl he have to accept the iewest hid. 
since they have already been called for 
and received? 

Mr, MURRAY of Tennessee. No. the 
Postmaster General can go -ahead under 
the terms ci this biil and extend for an- 
other term of 4 years the contract of any 
responsible, satisfactory star-route con- 
tractcr. regardless of tlie bids chat have 
been submittad. 

Mr. L-ANH.AJ.-I. I thank cha gentle- 
man. 

Mr. MURRAY of Tennessee. In ca.-.c 
no bids iiavc beer, submitted or Ihc 
present contractor has not submitted a 
bid. as is the case in about one-fourth 
of Die .'■oiKhi'rn conLi-ai-t;;. t.iicn tiiosi? 
contracts will be let to the lowest re- 
sponsible bidders who have sect their 
bids down to the Post OfSca Department. 

Mr. RICHARDS. Mr. Chninnan. will 
tlie gentiaman ytsid? 

Mr. MURRAY of Tennessee. I ytelc. 
Mr. RICHARDS. I beiie'/s yo'd have i 
seed 'cUi hers, ihe purpose of my -tues- 

Mr. HvR3.AY of I^nnassce. May 1 
jav m the genilanar. tha-. ths m-iabert 
of sur esramittea have iaboroa 'nug or. 

study. 'We have triad is be fair ‘o beth 
clte star-rsuta cactraccors ana :o u-.s 
CSoTersmeat. This bill dcas net satisfy 
the star-rsuts sastrsctci’s ilicgather. 
Titsy wan'; to be bl-g^tsd into the Civil 
Servica and become 'Go-;aran:antt om- 
plcyees. We just did not lael that we 
esuid go that far. but we did feel that 
where a contractor has ronderwl faitiiful 
service, the Postmaster Gaoeral should 
have tbs authority to extend his contract 
for another 4-year tarm and frss that 
contractor Ircm the evils of cutthroat 
bidding. 

Mr. LYLE. Mr. Chairman, will the 
gentiaman yield? 

Mr. MURR.AY of Ti-nnciaco. I yield, 
Mr. LYL2. Also there is anouicr point, 
vfi came to the conclusion tiiat it would 
be pcri’.aps a great hnrm to tha veterans 
tlKjinselvca i.o make it pt)vGibi>: for f.hr:.T; 
to be getting 31.3QO or 32,000 to carry a 
route tiiat would cost them 32J^Cl or 
52.300 under the present unbnstnessllha 
method of bidding. We felt that this 
•would do more justice to tlinse -irtorans 
Ulan to throw it completely open. 

Mr. MURRA’f of Tennessee, ruat is 
correct. You cannot have one i-ara- 
stick for i.hs payment of ail star-rctiu; 
contractors, because there ore .‘tsht dU- 
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1 acsL-arsd csfcrs the gsntieman’s 
° n tjccsiiicn to this meanure? 
■ir. T.iUSH.-ii' oi Tennessee. No. sir. 
n —cs’ or~an!2ation3 incicated 
-veme: no; meet with their ap- 
■5' '•e 3tar-rcute coatracsors to 

G I to the ClTil Serrice and 

■OMZs contracts came up 
n bidcins. 

■ir. CCCoJinr. T.ia; provision is not 
no Oil; ceiore us at the presen; tinee: 

.ir ViTn=..-t.A r of Tennessee. That is 
.-‘.s I ’ taced cre’/iouslT. 
« on r.*.s unazhsaous sup- 
- =■ mrai e® It is satisfactorr 

° 0 » lar-routa cc-trac- 

1 "ussen, representa- 

ccncraccors, ap- 
scoininittee con- 
emna '.ni.s ani. and said that it was 
ooiecticnaoie. I: was not all that he 
ntec. OTis ha csrtainiy would like to 
: It passed on account oi the txsaa ale- 
!ni InTolvod. Tour committee feels 
It this is a meritorious and deserwins 
;C3 o: lecislation. Ws tntst there will 
no eppesitien to it. 

Mr. HZZiS. Mr. Chairman. I Tieid 4 


Now. we ash pot to put a Utile con- 
ndencs in wie Pcstaiasfcer General, that 
he will administer this biU properly, t^- 
ing into cocsideratloa not tmiy the in- 
terest of the carrier hut oi the general 
prUJiic. a its seeks to abuse the power 
granted is this bill, he can be checked 
by the Appronriairiens CKamiitee, and 
he is certainly unfer the gun of the Civil 
Service Committee and can be tmecked 
by that comnittee. So you have nothing 
to. fear. We ask yon to put a little con- 
ndencs in the committee, which studied 
this bill, which consists of only three or 
icur paragraphs, and which found there 
was no objection ^ocs any quarter. 

I would like to see this bill passed by 
a ucarumeus vote. iKCause the bill 
ought :3 be enacted into law by this 
House and Che Senate and signed by the 
President before this session closes. 
This is a seed bii There is no use ask- 
ing a lot ci qucstior.s sdiout it. No ques- 
tion can be asked aboat this bill but what 
can be satisfactorily espiained to an im- 
partial mind, I hepe the House win 
pass this bin by unanimous vote. I 
assure the gentleman from North Caro- 
lina IHr. CcoiJE?] that the interests of 
she American Legfon. Veterans of Por- 
sign Wars, and “aricos organisations, 
dees net obtain as to this bill, but they 
would have an Interest if you put them 
undiT civil scrvics and attempted to 

-ivisg vhe vswracs a 


lem. Ton win be interested in kno'-ving 
that out of 11.000 star routes. 5.000 have 
failed in the last 4 years. In oihei' 
words, there is a casualty list of almost 
50 percent in the contract holders dur- 
ing the la'll 4-year period. Every time 
there was a contract failure tire Depart- 
ment had to call for new bids, and that 
take.s time and money. Meantime the 
mail service suffers to tlie patrons on the 
route, oo by this method we hope to 
eliminate die failures and defaults on 
star routes. Turthermora, it is pointad 
out in the report and a.s you will notice 
in the bill, that the ch-.nge in the con- 
tract. the increase or decrease in the 
ccir.pem;ation must be agreeable to the 
present contractor; in other words, any 
proposals or suggestions made by ths 
Postmaster General or the Department 
must be agreeable to the contract holder. 
If he is not satisfied he dees not have to 
continue the contract or accept it. It 
the Postmaster General offers to give him 
an increase that he thinks is not suffl- 
cienc be does not have to continue the 
contract. At the present time he has 
the privilege of giving up the contract 
and he will have that right under this 
bill. Where conditions change, the cost 
of cars gees up, the cost of living; goes up, 
or the route is e.xtended. or more mail is 
carried, be has the opportunity and the 
right to ask for readjusement of his con- 
tract so he can make a profit or at least 
a living and creak even or better as they 
have net been able to do in so many cases 


’orvica and sent us a bill which would 

T:'.j 'acts are tnu; the type zi service, 
starring procvdbly wish a 7ord automobile 
and finishing up with a man on horse- 
back. and then, when ha oaaoot go any 
farther with the horss. ho gees through 
tr.o mcuctains down in Sactucky and 
Tennessee on foct saens to make St im- 
pracricacie >c put these men under civil 
.<arviss. The Postmaster General say-s 
.he .idmir.i.itracion of the bill under civil 
scrr'lce would be next to impossible. 

Wo must put a little faith In the Post- 
master General. Ws have a Postmaster 
General who has come up from the 
ranita. He insists he can and will fairly 
deal 'vish the employees and the Govern- 
ment. We aught :o try to set rid iti this 
probic.-r. and pass this la^.alasicc that 
wtii be fair to everyone, and in order to 
conrinue ihi.’: serrice and give the best 
po.i :ibi-j .-nirvics ;o the patrons, we must 
pi’f. a iGrio trust In Che Postmustar 
Gi.ii.'rui. '.Vj ouL'.'tloned him abouu this 
bib :o .0 :cr:air. that there -.voula be no 
politic,; ir. ;.hcsi 2 appointmonii, and, we 


peer aid World War t v'etcrans. who. be- 
muse of igs, prooabiy rculd hardly mas.? 
a iiiing in ocher walks of life. Many 
cf iiss are making a good living on star 
routes and they are entitled to be pro- 
tected from present cuc-throat contr'acts. 
This is a veteran's cUl, because it helps 
*0 protect the decent rights cf these 
World War I wateraas. who are now ren- 
dering fairitial servica to this Gevem- 
mecc. This legisiaticn will help most all 
.star route carriers, aad in pan will do 
justice to these faitliiul public senaats. 

The CHAGUIAI'T. The time of the 
gentleman- from Illinois (Mr. Tusssail 
has expired. 

Mr. Mr. Chairman. 1 yield 4 

minutes to the gentleman from Micne- 
scia (Mr. ss-icaii. 

Mr. GL-iGHM. Ml. Chairman, I intro- 
duced a blil somewhat similar to -others 
that have been introduced on this prob- 
lem as -eng ago as 3 years. 1 have been 
a member of this committee, with the 
geatl 2 .-naa from Tennessee (Mr, Mua- 
a.i7l for 3 years. As he has told you. 
wa hava often considered star-route leg- 
islation. but until year we were act 
acis to get together on a satisfactory 
solution. I b^eve that this is a satis- 
factory sciuticn to the ‘problem, but if 
it Is no? just what we aspect it to be. 
:an .-hanga It ,a a year :r ITC. 


RociJcally and more emetent;? and wlth- 
:ut injustice :o veterans cf the .''Irs: and 
Second World 'Wars -who now hold ooc- 
;racta but who aii tco frequently in :ha 
past have found themselves losing the 
contract because of a bid 3S or $13 lower 
each 4 years. Then they 2nd themselves 
left with a lot of expensive equipment 
on their hands for which they have no 
use. I can teii you about hundreds of 
cases where contract holders have lost 
their contracts because of a slightly lower 
bid by someone else after having held 
the contract for 20 ox 25 years. They 
lost their contracts because of the vicious 
system of competitive bidding practiced 
over the past years. That is the sys- 
tem we want to eliminate and that is 
what we do to a great extent in this legis- 
lation. 

Mr. BISHOP. Mr. Chairman, will the 
geiiUemaa yield? 

Mr. H.4aBN. I yield. 

Mr. BISHOP. I wish to call the com- 
mittee's attention to a case down my 
way where a local boy, one of my oon- 
stituencs. lest a contract because he was 
underbid 50 cents. The Department gave 
the contract to a new bidder, because the 
new bidder 'underbid the contractor by 50 
cents. This man was left with mors than 
38,DOO of equipment on his hands, equip- 
ment for which he had no use and which 
he could net scu to tha naw bidcar. It 
■was a groat loss to him. ^ I riiinic ti.a 
raised by this bill or.cthd be gi'-'en. 
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ccrrsct and that is one gcod reason why 
the committee reported out this legis- 
lation unanimously. 

The CHAlHi!vL4N. The time of the 
gentleman from Minnesota lias C-xpired. 

Mr. MURRAY of Tennessee. Mr. 
Chairman. I yield 3 minutes to the gen- 
tieman from Te-xas EMr. L'/i.sI. 

Mr, LYL2. Mr. Chairman, you might 
say this to your constituents, that in no 
other instance that I have seen since I 
have been in Congress has a cemmiltee 
been able to work out a bill more nearly 
to the satisfaction of the Government 
and she people involved than the Cooi- 
mitice on the Post Oface and Civil Serv- 
ice in this star-route legislation. 

There is a great deal of confusion as 
to what star routes are. I think I spent 
2 years on the committee before I ever 
was able fuiiy to inform mysclt on what 
a star route is. I highly commend to 
the Members of this House the various 
hearings that have been held so that they 
too may understand fully the diTiculUcs 
that arose in working out a measure of 
this nature. 

There are two things involved in a bill 
of this character: First, satbiactory 
service to the Government of the United 
States; second, satisfactory treatment to 
the people who serve the Government of 
the United States. We sincerely believe 
that this measure will ser;e both U\e 
country and those who carry the star 
routes. 

Consicerable thought was river, to the 
people Into the civil sordee. It baa seme 

meric. However, it is startling to oon- 
templato the confusion that would arise 
in the department li you attempted to 
do lhat. Secondly, it wcuid cost a great 
deal more money than I bsiieve this 
House would want to spend at this time: 
and. tiiird, it would upset the balance 
between the pay and tha work of the reg- 
ular rural-route carriers and the star- 
rcucc contractors. Star routes have 
been carried by busses or ocher ooctrac- 
tors of that nature, conimon carriers. 
Quits often they take on the nature of 
.a rural route, but they are so varied that 
it is quite impossible to-bring out a meas- 
ure that inceiligently can put the proper 
coordination over the whole field : conse- 
quently, I believe you will Qiid that yoxir 
people who are interested in scar routes 
will be quits happy with tills measure 
because it offers them some security that 
they do not have now. It offers them 
I tlilnk possibilities for better compensa- 
tion. I can think of nothing that would 
do me more harm as a veteran than to 
requira mu to render a jiurviec to my 
ccuntiT ac a Ics.^. and that is enactiy 
what has happened In connection '.vit.b 
many of these star-route carriers. It 
would be a great injustice to coutlnue the 
present system. 

Mr. Chalnaan. this iegisiacion is long 
overdue. I know it cannee possibly .meei 
the full approval of all concerned,; hcw~ 
svsr. may I call attention ;o the fact 


ten in seme portion or left ont hi some 
portion. Perhaps it is a fortunate thing 
I do not write all of the legislation here. 

Mr. Chairman. I hope the commiUM 
will give full approval to this measure. 

Irir. MUESAT of TainKsse. Mr. 
Chairman. I yield 2 minatas to the gen- 
tleman from Tesas [Mr. M^hcw]. 

Mr. MAHOH. Mr. Chairman, a num- 
ber of yearn ago I introduced a Sail in the 
interest of the star-route carriers of the 
Nation. These carriers represent a 
small group, but they are entitled to 
justice. There is no doubt but that they 
are the forgotten men of the postal serv- 
ice However, throi^hcut the years the 
Members of Congress who were advised 
on the subject have stn^ht legislation 
to remedy a bad situation, but somehow 
or other it has net been possible to 
secure action up to now. 

I wane to commend this commutes 
and its members, the gencleman from 
Tennessee [Hr. McaatTl, the gentleman 
from Texas l?.Tr. LTtsl. the gentleman 
from H;insas IMr. Hossi. Uie gentleman 
from Minnesota lHr.H.u:z»]. Che gentle- 
man from Illinois IJlr. Vcassii], and 
the otlior members who are responsible 
lor presenting thia bill for a small group 
of people who have long waited for some 
measure of justice to be meted cut to 
them. It may well be that this bill is not 
perfect, but it will enable the rtouse and 
Senate tc work cut the rocst favorable 
solution tlrnt can be agreed upon at this 
time and will >c the basis perhaps icr 



carriers and their families, will be hignly 
appreciative o: the actica cf their Con- 
gress in taking up and passing the peac- 

ment of this Important session of the 
Cong;'^3^ ^Acain. I want tc congratu- 

iias done, 

The CK.'UP.M.il'T. If there are na 
further requests for time, the Clerk will 
read the ccs-mitteo substitute for 
amendmenc. 

The Clerk read as follows: 


Teat section S95l of tbe Rsvisecl Suitutss. 
as amended iU. S. C.. 1540 sd.. title 3. see. 
434) . u amended by adding at hie end toerect 
tile ioliovvliig: 

•Tbe Pestnaasisr General siay. m dis dis- 
cretion and to the Interest cl the pcstai 
service, notwithstanding the provisions of 
section 3049 oi tbs Sensed- Statutes, as 
amended lU. 3. C.. 1940 ed.. Stle 39. sec 429 ) . 
by mutual agreement with the bolder of any 
star-routs contract, renew such contact at 
the ate prevailing at ihc sad af the aoawact 
term, ior .idaitional terms of 4 yean with 
jucii boml .IS nuiy be required by the ?usc- 
mastcr Ceneai. .Any ;!uch contract may Sc 
teriainated at toe end ai aay -t-ycar term at 
the option of the Pcstmaster Qenerai cr '.he 
roniractot or ternitoa. -i atony tias ay oper- 
ation of any amoting Law. 

■•Gbs Postmaster C-cnemi may, to iiis dis- 
creiicn and under such mgulattons as he 
may srascribe. with the consent of the con- 
tractor, and wltliota regard, tc the ttovi- 
sicns of sections 3933 and 3961 cf the P.cvised 
Statucas. as .imcaded S. C.. 1940 sd.. mti: 
39. sees. iCa md 44:} readjua; the romeen- 



changed conditions occurring during tha 
contnict term which couid not reascnably 
bare Seen anticipated at the time cf- mciring 
bis ongiaal proposal or anccuting hia bond 
for a rGsewed contract as provided herein." 

The CZAIRMA:'!. The question is on 
tha cemmiUee amendmenc. 

Tbs committes .amendment was agreed 
to. 

The CHAIRMAN. Under the rule, the 
Committse rises. 

.Acccrdingly the Committee rose; and 

Hr. orsr.iN. Chairman of the Committee 
of the 'Vhoie House on the State of the 
Union, reported that that Committee, 
having had under consideration the bill 
i3. 263) to provide for the carrying of 
mail on star routes, and for other pur- 
poses. pursuant to House HesoIUcicn 323. 
he reported the bill back to the Hcnrc 
with ac amendment adopted by Uie 
Committee of the Whole. 

The SFY-AIfYR. Under the rule, the 
prcvimui question i-s ordered. 

Tile question is on the amendment. 

The amen dmen t was agreed to. 

The SPEASSH. Tire question is on 
the third reading of the bill. 

The bill was ordered to be read a third 
time and was road the third time. 

The S?H.urS?.. The quesiicn is on 
the passage of the bill. 


Toe bti! was pa.'sed. 



3;- •acani.mous cocsoni 'a: tha raquost 
o: M,". AiifcOms: leave of absanca was 
grahtaa ;o Mr. Z5.ia.';sv. for .1 cays, on 
avccunt of o:Scial busisess. 
aypcrmiSTT op psrrsicaiLi.G' aasis:- 

C.U»=SO TO PCSmOSB S7 TSS -ZZiSSi- 

?tsc CTTE. ssavica 

2/Ir. HSK. Mr. Speakar, 1 can up the 
soaforasce report or. the bill c3. R. 42351 
to amend the Civil Ser/lce -Aet to remove 
certain discriinination with respect to tlie 
appointment of persons having any 
phj^ical handicap to posUloos in the 
classiijed civil service, and ask unani- 
mous consent that the statement of the 
managers on the part cf the House be 
read in lieu of the report. 

The T.en? raad the title of tha bill. 

The SPEAZHa. Is there objection to 
the raquesc of the gentleman frtm 
Hansaii? 

Thera was no objection. 

The conf.arsnca report and statoment 
are as foilcws: 


Tb» codtolttes at coafcreaca aa Uia dls- 
agrteu’.g votes ^ tta two c-ouses 
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b 7 ths contractor, due to cho lenstheniag 
or sisortening oi ties routa, tics iaersase 
in mail carried, and aciiar changed oaa- 
ditions. 

ZIr. CCCLSTT. Mr. Chairman, rrul the 

ilr. ?,rCH?..4? 01 Tennsssss. I yisld. 

2Ir. CCCLSY. I do not so understand 
cius 'oUI. Tills oiii indicates tiiat the 
campi;nsatioa znigiis da changed if there 
~ere a change in conditions nrhich could 
net hare ceen reasocabi^ anticipated. 

111 . MCHHAIT of Tennessee. 'That is 
ooiTcct- That means that at tha end of 
the 4-yaar term and if the contract is 
extended for anotiicr period of i years 
by the Fostmascer C-encrai conditions 
arc changed due to additional cost of 
operation, due to das entensicn of the 
route, due to inersass in ths amount oi 

General may increase *thfi cempensatien 
of the stac^utc contractor at any time 
d-oring term of -J years. 

Mr. CCOiSY. It could only ae dene 
for the ne-t; term of i years. 

J-lr. MUHHAT of Tennessee. Tnat is 
correct. 

Mr. CCQLSY. At the present time if 
a man is carrying a star route and is net 
being rsasonabiy compensated -and is 
•:a:-r 7 iag the mail at a 'rery lovr race, 'as 
Cannes immediateiy increase that for the 


South out of 2,^ star rtmtes there did 
not submit aev bids. Under Uus law 
these 5s9 routes would then he let under 
open, competitiTe iwrining to the lowest 
responsible bidder xnsn bids already re> 
caiyed by the Past Office Department. 

Mr. CCCLBY. m those cases which 
the gantlenan has just moitloned, any 
GI who has been away from home in the 
Army or in the service of his country can 
submit a bid, hut in numerous other 
cases you are going to give the Postmas- 
ter General the power ta rslet those con- 
tracts to the esclusion of an those GI's 
who will not haye a chance to compete 
by sub mittin g a csm^^titlye bid? 

Mr. MDHJtA? of Tennessee. That 
could be done as long as the services oi 
the present star-route contractor have 
been satisfactory and affiemnt. 

Mr. CCOif3Y. Does the gentleman 
thinic that is in keeping with the policy 
of Congress to give GTs every op- 
portunity to secure Government jobs? 

Mr. MU3S1A'? of Tennessee. Cer- 
tainly I do. wben these routes are let by 
open, competitive bidding. I think when 
a star-route contractor has carried the 
mail for 20 to 25 years, has rendered a 
laithful, efficient sendee, it is unjust and. 
unfair for him to be deprived of his con- 
tract for another i-year term by cut- 
threae bidding. Vfs h3i~e many cases 
today wben a conscientious, honest, 
capable ccutractor, who has scr/cd as 
i carrier far 20 years, has less his con- 
tram by an underbid of a dcUar or two. 


Mr. ifORP-iT of Tennessee. That is 
correct, ’.vhen the contract is eptanded 
for a 4-?ear period. 

Mr. CCOLSY. And he (an then offer 
soma inducement to the old carrier to 
remain in the sernce? 

Mr. MDBSAT Of Tannessee. TLut is 
exactly the situation. 

Mr. CCCLSY. But it is a fact that 
the Cl will not have a chance to com- 
pete. 

Mr. irtntBAY of Tannessee. Except 
where the contract expires, where the 
star-route contractor whose services have 
been satisfactory does not desire his con- 
tract again, then the route will be put 
up to open competitive bidding. 

Mr. 30ITNER. Mr. Chairman, will the 
gentleman yield? 

Mr. MURRAY of Tennessee. I yield 
to the gentleman from North Carolina. 

Mr.KONMER. I would like to call the 
attention of my coileagua from North 
Carolina to the fact that many of these 
contracts now are held by servicemen, 
men of the First W(3rld War. and if the 
record will be looked into I am sure it 
will be found that the same thing is true 
in other communities as it is in mine; 
that is tliat a majority of the routes are 
served by former World War I veterans, 
sc this bvisincjs about GI’s not having a 
chance to compete is not true. 

Mr. J.rD?.?.AY of Tou-isssae. I think 
i'ns statistics show that of the present 
star-route contracted about 40 percent 
o: ll--cm are "fcrld War I veterans. 



aiastsr Ceaevil to tancs; '.-.is centraut. 
w;a fari'ejt 20 .lays cay :y the rest- 

Tnen that route will be again pus u? to 
span, competitivs bidding, md the aid 
eoQtractar, whose cantract was canceled 
a: his rspucs:. may oSer :^naj.v _'3id. _ 

iiave on the rights of returned GI's to 
take examinations? It appears to me if 
•.VC permit the Rost OSes Department to 
rencsotiafi these contracts, oil the GI's 
pclght ba aaciudad. 'aeeausa they cannot 
competa in an esaminaticn. 

Mr 'MiUkSAT of Tannassaa. May I 
say that many of the old csntractcrs are 
gradually giving up their contracts ac 
the end of the 4- year tarm. nen the 
soufaei-n section was advertised for bids. 

43 of these routes there "vere no bids 
-i-. rtu. In such cases the Festmaster 
G-meral must get out and make some 
kind 'Oi a temporary contract for the 
carryina of the mail 'Vhara chare are no 
'u.d;; bc-caiuo 'uie mall must be carried 
rcmrllciS. Also whenever the ?cst- 
muster General dees not -iaslre to extend 
a r’n'-rac: b«!cau.:e he leas net think the 
Sc;"' ice ihi; .’arvicr has been sacis'lac- 
ic;-; pu.': 4 yiors. that roues will 

.v:iur. "lu: -jp to open, competitive oid- 


isaiticnal 3120 m stay on. 

Mr. MURRA? of Tennessee. Certainly 

Mr. CCCLZT. Under this law could 
he increase the cempensatien of a -resent 

MiT. ilURRAT oi Tennesses. Under 
uhs proposed bill, yes; when his contract 
is extended by the Fostmaster General 
for another term oi 4 years. 

Mr. CCCIISY. Only in the event oi 
change of cirasms»ne8s in the year. 

Mr. MURSAT of Tennessee. That is 
correct. 

Mr. CCOLST. Re cannot do it as oi 
the 'oegiisaicg oi the contract. 

Mr. MUSRAT of Tennessee. Ea can 
do it at any time during the extension 
of a new -i-year term. 

Mr.CCOLZT. Righsat the begitiiiing? 
Mr. MU2RAT oi Tennessee. For in- 
stance. let as say diat there has been 
a star-route occtractor who has randered 
:Siichf-al serrice for a number oi years, 
and it develops that during his past 4- 
yeor term is has been carrying the mail 
-at a less, shea ic is coihmg but right 
and fair that the Fostmaster General 
jhculd increase his cempensatieu so chat 
he -7511 at least get a fair return on his 
•nvssimsnt and his -ume for carrying the 
T.a;l ac any 'dma aitar his contract is 


Mr. MURRAY of Tennessee. -Thac is 
correct. 

3,'Ir. RICHARDS. .4nd many bids have 
'oean submitted on the understanding 
that the contract would be let under the 
old baji.1. Now. many veterans have sub- 
mlited these bids. I think wa have got 
a fair bill here, but what 1 am worried 
about is whether or not these people who 
have gone ahead and submitted tlictr 
bids under a misapprehension will be 
dealt with fairly. 

Mr. MURRAY oi Tennessee. I think 

* Mr. HAGEN. Mr. Chairman, will thS' 
gentleman yield? 

Mr. MURRAY of Tannessee- I yield 
to the gentleman from Minnesota. 

Mr. HiGEN. Tice gentleman will re- 
call that we passed a resolution just a 
few weeks ago authorizing the Post Of- 
ac 2 Dopartment not to accept these bids 
which wore called for recently in the 
3 cuths.m division, so they have that au- 
thority now to defer the awarding of the 
contracts in anticipation of the passage 
of this legislaticn. So. the bidders have 
Icnown tor some time that they -will not 
be considersd and, as a matter of fact, 
there are many carriers in the southern 
section who are veterans ar-d 'Vho ’ars 
vnUcii;:!.;::'.:' -.his ienskuior. in iho hope 
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March 31, 2003 

VIA EVL\IL (jana.white@(lo.trea3,gov) 


Mr, Dennis Shea 
Executive Director 

President’s Commission on the U.S. Postal Service 
1120 Vermont Avenue, Suite 971 
Washington, D.C. 20005 

Rs: Written Submission of the National Star Route Mail Contractors* Association 

Testimony to the President's Commission on the U.S. Postal Service 

Dear Mr. Shea: 

1 wite to you today as the President of the National Star Route Mail Contraotcr’s 
.Association (the “.Association”). The Association is a not-for-profit association that uitimateiy 
represents mors than 17,000 small businessman and women who provide sunace transpor.adan 
for tlie U.S. Mail and the United States Postal Ser/ice (the “USPS*”). The Association’s 
constituency is comprised of a variety of members who perform various tasks for the USPS, 
some of which are outside the scope of the USPS’s normal functions, and some of which are 
performed by USPS employees. As an example, approximately 7,000 of our members are box 
delivery contractors who perform the same task of actually delivering mail to rural America, as 
do the USPS rural carrier employees. 

The Association was organized to advocate the legislative and regulatory needs of its 
member contractors at both the stale and federal government levels. The Association and the 
USPS have enjoyed a long and storied past of cooperation. In many respects, the USPS and the 
Association can be characterized as having worked hand-in-hand, as partners, to better the USPS 
and ourselves, while always having been cognizant of the goals and purpose of the USPS and its 
product - delivering the U.S. Mail. In fact, we have a joint policy committee which meets two or 
three times a year to disou.ss policies having a mutual impact, a good example of private - 
government interacrion. Of course, the Association and its members are intent on maintaining 
this partnenfaip relationship with the USPS for many years to come. 

In the spirit of partnership and progress, we offer this written testimony for the 
President's Commission to consider when performing its daunting task of identifying the 
opetationai, smsctuxai, and financial challenges that face the USPS, examining potential 
solutions, and ultimately recommending to the President of the United States legislative and 
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administratiYe means to ensure the viability of the USPS long into the future. The USPS 
highway contracting industry (the “industry") is well aware of the importance of maintaining the 
viability of the USPS, not only for the benefit of the industry, but also for the benefit of the 
USPS and the hundreds of millions of Americans who rely on the USPS’s services. Tne industry 
and the Association applauds the initiative taken by the President and the Commission to 
investigate the status quo of the USPS, and to recommend steps to be token to streamline it, as 
well as improve its operation. It is on tliis premise that the Association bases its 
recommendations as is set forth more fully below. The industry, as it has historically done, 
desires only to firrtfaer improve upon its parmersbip with the USPS, and to assist the USPS in any 
way it possibly can. 

It is in this context - looking over our 200-year-plu3 history and mindful of today's 
practices and problems - that we offer our example as a model for this Commission m harness 
the competitive power of the market place with tie certainty, celerity and security of a public 
sector model. 

This Commission is well aware of the issues, or potential issues which the USPS faces 
now and in the future. Thus, forsaking redundancy, I will not rehash them. The industry is also 
aware of these issues. However, the catalysts for our work together ore private industry' 
opponunities and the advancement of communication technology. The Association views toe 
appointment of this Commission as a rare opponuniry for the USPS to re-invent itself in order to 
bring it into Che 21” Century. Although the Association believes that in the abstract the status 
quo has many compelling features, it also believes that some changes allow the USPS to better 
serve America, and, in the end, continue to be self-sufficient as an independent, federal 
government activity. 

Ultimately, the Association embraces and champions the views of the overwhelming 
majority of those persons or entities who have previously testified before this commission — • that 
the USPS must remain in the hands of govermnent to provide universal service to the millions of 
Americans who have relied on the USPS for hundreds of years. The Association defines 
“universal ser/ics” as the USPS maintaining its current monopolies, and continuing its six-day 
mail sar/ice. Tne Association does not believe that complete privatization of the postal system 
in the United States is the best solution. Rather, the Association, along with the consensus of 
Americans, beiic'/es that the hybrid system of service that is currently employed by the USPS is 
still the premiere solution — i.c., the USPS is ultimately responsible for "putting the mail in the 
box,” but it sontraois with private industry to harness the benefits of competition to peifenn 
various tasks to allow the USPS to most efficiently perform its function and responsibility. 

In the .Association’s view, the solution to the issues and difficulties currently facing the 
USPS, and those it will encounter, is simple. Tfx: USPS must restructuis and streamline its 
’ousinsss and adrainistiatior. models to (1) permit the USPS to more efnciemly and sfieotively 
perfotm its function, and (2) ultimately allow the USPS to venture outside of its perceived 
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“monopoly-only” purposes and compete with private industry in non-monopoly markets and 
services to allow the USPS to reclaim some of the ser/ices that it has effectively given away to 
its private industry competitors in the past. To accomplish this goal, first, Congress nnist 
cooperate and enact legislation giving the USPS the flexibility to act more independently, but 
with accountability. In turn, the USPS must look internally at its resources to responsibly carry 
out its burden of accountability. 

One of the USPS’s best and most loyal resources is members of the industry. Even 
before the United States established the USPS, history documents people — everyday, private 
citizens — like the current contractors, who would cany the mail from post to post Since the 
1 SOOs, the highway contractors and the USPS have maintained a constant and a genuine 
symbiotic relationship — one cannot survive without the other. At the heart of the industry’s 
contributions to the success of the USPS is service with certainty, celerity and security. It is 
therefore necessary that the USPS and the highway contracting industry, through the 
Association, continue to work in conjunction to better the USPS. 

The industry believes that the USPS has chosen a course recently which could damage 
the relationship between the USPS acd the industry. In the A-ssociation’s view, the derogation of 
the reiationship is in large par- due to the USPS’s focus on bottom-line economics — in othe- 
woras, the greater the cost savings, the better for the USPS and those that rciy on its ser/ices. As 
is more fully set forth below, the Association believes that the USPS has focused entirely on me 
immediate, panacea-like policies to save costs today, but those policies -will eventually erode the 
underlying tenets that have historically ensured that the USPS can perform its function, and v/iil 
ultimately culminate in the USPS's decline if they are not re-focused. 

We believe that the following issues should be investigated and ultimately altered; 

-> The USPS should not use “rtverse auctions” So solicit bids for transporfatioa 
services 

The USPS should do away with the curreat practice of conducting “reverse auctions” for 
contracts, where the maximum amount is posted and the lowest bid is disclosed. This practice 
encoruages cut-tliraat bidding and, for the reasons stated above, will ultimately kill our industry 
and the USPS’s suppliers. Sealed bidding and offers have been the hallmark of government 
contracting for years. Sealed bidding is a convenient method to allow each contractor to analyze 
its own ability to provide the ser/ice, while not losing money. Tne USPS’s current practice of 
conducting rr/erse auctions is nothing more than a scheme to get people to make mistakes and 
find themselves in financial trouble with the resulting inability to perform. Reverse auctions, in 
theory, can work when dealing 'with a commodity, a constant. However, it is undisputed that the 
transportation business is unpredictable and unstable. Thersfoie, the USPS must ensure that it 
has 3 relia’ole and solid work force of contractors at its disposal at ail times. Tne USPS should 
maintain Sts integrity' of its ccntractois’ finansiai and performance abilities, and immediately do 
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away with reverse auctions for contracts and other matters. Reverse auctions will lead to the 
elimination of small, independent, and women and minority owned businesses who must bid 
contracts to stand on their own versus a corporation that could buy the service and support it with 
other corporate assets. Many small businesses and minorities do not have the administrative 
staff or resources to sit at a computer terminal looking for opportunities. 

•1* US?S should avoid iatiading into its contractors’ businesses 

A contractor who bids to run a certain route for the USPS must be able to control his or 
her ability to negotiate with his or her suppliers. The USPS has embarked on a program to 
require all contractors to obtain fuel from a single supplier chosen by the USPS. The stated 
purpose of this initiative is to reduce the highway contracting industry’s collective ftiel costs. 
They have intimated that they may well extend this to other items purchased by the contractor. 

In fact, a voluntary program already exists in this regard. Contractors may purchase tires 
at the same price as those bought by the USPS for its internal fleet. The lire supplier requires a 
contractor to complete a cer.ification of eligibility, and a USPS contract number, in order to 
purchase tires at the reduced cost. This lowers the contractors’ expense and costs the USPS 
nothing for administration, 

Tne incjistry agreed to a similar voluntary program for fuei purchases. Tjie USPS shcoid 
negotiate the best price per gallon for its fleet, and make tha fuei available to the industry. Tney 
contend that they cannot achieve the desired price without controlling ali purchases, both internal 
and external. W e hired a respected fuei consultant who dis^etd. He contended that it was not 
necessary to bundle all gallons purchased so achieve the lowest cost. 

We are independent business men and womea We believe in the “mvisibie hand” of 
Adam Smith that controls tie marketplace. Economic freedom is inseparable from the other 
freedoms we enjoy in the United States. We trust that contractors who can benefit from 
voluntary purchasing under a USPS program will do so. We do not believe in a centrally run 
economy. It is both unnecessary and undesirable. The free exdiange of goods and services 
between individuals has formed the basis for American economic life for over 200 years. 

The USPS seeks to avoid being micromanaged by the U.S. Congress, while it is 
concunently eng^ed in this attempt to micromanage our industry. If it could move the mail at 
lower overall cost than the contracting industry, it would, Tne USPS fuel program wil! build an 
internal bureaucracy and create an unnecessary distraction for postal management. It limits 
competition between contractors, and runs entirely counter to a free market economy. Tne USPS 
should refrain from instituting policies that limit or restrain a contractor’s ability to be 
competitive. Tais system, is forcing out small and minority owned businesses. Some local &ei 
vendors have already been forced out by this fuel inijiativa. Could local truck dealers be next? 
Indi vidua] USPS ccntacroia arc economically stressed. Breakdown of the network will not 
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serve U5PS well in t!ie long term. No one will, or can, sell below the cost of production in the 
long run. This could be a short tens benefit, but a long term disaster. 


*t* USPS should lightea up ia its exuheraacs to weaken indemaity provisioas in 
contractors’ agreemsats 

In most four-year ser/ics contracts, the USPS has insisted that clauses be insened which 
weaken indenmity provisions due to the contractor for a contract cancellation for convenience of 
the USPS. However, and conversely, contractors still bear all risks of the USPS liability for 
termination and or breaching a contract with the USPS. Unless the parties have mutuality of 
obligation and consequence, the strong, competitive base of mail haulers will quickly be diluted, 
and the USPS will eventually lose all bargaining power and security it has now with the industry. 
Indemnity often provides the security to financial institutions for small businesses and minority 
contractors to receive loans to purchase equipment 

•I' USPS iBtast continue to bargain in good faith 

In an apparent sn'ort to cut its costs, the USPS has endeavored, in seme cases, especial’;' 
in the 1 9905, to threw out good faith and fair dealing in contracting with tite ir.dustr', Mere 
specifically, the USPS has attempted to compel contractors desiring to renew contracts to rsnsvv 
at lower rates, for the same rate but increased service, by usir.g questionable comparable routes 
and contract amounts, and by changing contmet terms during the term of the contract without the 
contxactots’ conseni to terms more favorable to the USPS. The Association believes that the 
USPS’s desired effect in using such tactics is to obtain lice lowest bids possible. However, cut- 
throat bidding does not ensure reliability, and in facq tends to increase risks of unreliability of 
those who simply bid the lowest amount. If the USPS continues on this course, the USPS 
cannot, in the future, ensure that the same, dedicated mail haulers who service the USPS today 
will be around in the future. In addition, the Association is confident that the USPS will 
encounter more situations where a contractor cannot perform. The USPS must refocus its efforts 
to its primary, and greatest resource - its infrastructure and support (i.e., its employees and its 
suppliers and contractors). In its transformation plan and KN proposed business plan, the USPS 
expresses a desire to reduce its contractor base via consolidation of small routes into one larger 
route. President Bush, while Governor of Texas, did the reverse and broke apart large businesses 
into smaller companies to share in the business. If the USPS consolidates routes, it could lead to 
the elimination of many small, family-owned, women, and minority-owned businesses which 
now provide excellent service to the USPS. 



517 


*■* ia’3o«d ntiioi *« 


Mr. Dennis Shea 
March 31, 2003 
Page 6 


•> Tie USPS MUSI be required lo fallow federaJ law and, where it is sapposed 
to, take appropriate action to ensure if is getting quality service 

The federal Prompt Payment Act requires the USPS to pay interest on overdue 
obligations due, among others, contractors. However, in most instances, the USPS ignores this 
liability. Again, what are contractor’s to do? All bargaining power has been stripped from the 
contractors, and they simultaneously bear all of the risk. 

In addition, although in many cases (depending on the issue), the USPS preaches as 
justification for actions that it is attempting to ensure the safety and/or security of its services, in 
many other instances, vvherein the benefit clearly is not as great, the USPS fails to follow its own 
responsibility to ensure that a succcssfiii bidder of a contract is complying with the lequiicmenls 
of the Service Contract Act. in effect, the USPS benefits by the violations or failures to correct a 
violation by an unqualified oontraclor because presumably if the successfully bidding contractor 
is not complying with the standards of the Service Contract .^ct, the USPS is receiving the 
service at a reduced cost. In today’s day and age, and given the September 2001 security issues 
that arose, the last thing the USPS needs ox wants aia rogue mail haulers whose only 
■qualification for 'winning the bid is chat he or she bid ’.he iewes-.. Pathex, the .-jsociaticn 
belie'/es that the USPS believes chat the mail must be ceiivered safely. The fastest way cc ercas 
the USFS’s confi-dence that its mai! is being transperied safely is io drive those that 'the USPS 
trusts most out of business. The Association, theiefoie, would hope that the USPS holds itseii to 
a greater responsibility to examine to 'vhem or to which h awards its bids and be flexible enougn 
to consider other important matters other than cost. Homeland security could become a serious 
issue if the USPS awards transportation contracts to people orSrms whose reputation and 
integrity is little known, or not koo'vn at all. 

The Association, on behalf of the high’a'ay contracting industry, thanks you and the 
commission for the opportunity to provide you with this iniormation. We certainly applaud your 
efforts and hope that you will call on us if we can provide to you further assistance. 

Very truly yotirs. 


Robert 3. ''‘Brownie” Mafeeson 
President 

National Star Route Mail Contractors’ 
Association 
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On behalf of the Newspaper Association of America (NAA), I am pleased to 
submit testimony today before the Government Reform Committee Special Panel on Postal 
Reform and Oversight at its hearing on “Answering the Administration’s Call for Postal 
Reform.” NAA is a national trade association representing nearly 2,000 newspapers in the 
United States and Canada, accounting for nearly 90 percent of the U.S. daily circulation. 
While most NAA newspapers are dailies, many weekly newspapers are also members. 

Congress has an historic opportunity to fix the problems that face our nation’s 
postal system and to set the Postal Service on a path of better service, greater operating 
efficiency and stronger finances. As customers with a long history with the Postal Service, 
newspapers want a healthy and vibrant postal system to serve our needs — and the needs of 
the nation — for generations to come, NAA looks forward to working with the special 
panel, the full committee, the Postal Service and other mailers toward sound postal reform. 

EXECUTIVE SUMMARY 

The nation’s postal system was largely created to deliver newspapers so citizens 
settling the American frontier could stay connected and informed. Throughout our history, 
newspapers have served as partners with the Postal Service in its mission to “bind the 
nation together.” Congress has consistently affirmed the importance of newspapers and 
other periodicals by adopting policies supporting their educational, scientific and cultural 
information values. 
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Newspapers today are among the leading local users of postal services and, 
collectively, the industry spends well over $700 million on all classes of mail. Newspapers 
depend upon the Postal Service each day for the delivery of newspapers and our total 
market coverage products that are sent to the homes of non-subscribers. Newspapers also 
have a strong interest in First Class Mail as, unlike most businesses, we collect the 
majority of our revenues through the mail. 

Newspapers, whether large or small, daily or weekly, serve as vehicles for news 
and advertising. Generally, there are two kinds of newspaper advertising. One commonly 
called “ROP” (“Run of Press”) is printed on the pages of the newspaper. The other, called 
“pre-prints” consists of free-standing inserts, which are either placed inside the folded 
newspaper or mailed to non-subscribers. 

It is important to note that newspapers compete with direct mailers (principally 
“saturation” mailers) for both types of advertising, particularly for pre-prints. Newspapers 
have been very concerned, over the years, that the Postal Service has inappropriately 
chosen to favor our advertising competitors by engaging in pricing strategies and new 
initiatives targeting the advertising revenues upon which we depend to support the news 
and editorial content of our newspapers. NAA does not believe the Postal Service — ^an 
agency of the federal government— -should take sides in the marketplace competition 
between newspapers and other advertising media. 
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Newspapers believe many of USPS’ financial problems are due to a lack of 
authority and regulatory tools at the Postal Rate Commission to ensure the Postal Service 
is accountable to the American people, is financially self-sufficient and stays on course to 
fulfill its public service mission. As described in greater detail below, NAA supports 
many of the recommendations outlined by the President’s Commission on the U.S. Postal 
Service. Here is a summary of the newspaper industry’s views on specific postal reforms: 

• NAA supports re-affirming the U.S. Postal Service as a public service with a 
mission of providing universal mail delivery at affordable and non- 
discriminatory rates. 

• NAA supports the creation of a Postal Regulatory Board — with new regulatory 
tools — that will protect the public interest and ensure the Postal Service is 
completely accountable and transparent in its finances and operations. 

• NAA supports providing USPS with the operational flexibility to close, 
consolidate or relocate postal distribution and processing facilities. 

• NAA supports giving the new Postal Regulatory Board the authority to “ensure 
that the Postal Service is appropriately allocating its costs across its competitive 
and non-competitive products and services.” 

• NAA supports an expedited rate-setting process that would also protect mailers 
from unjustified or flawed rate proposals before they are implemented. 

• NAA supports an appropriate amount of rate flexibility within an index, as long 
as costs are appropriately measured and allocated, and safeguards are 
constructed to prevent rate discrimination among mailers. 


4 



522 


• NAA is opposed to a government service offering special rates for individual 
mailers in the form of “negotiated service agreements,” special rate 
arrangements that are not made available to all mailers. Newspapers support 
discounts for properly identified and measured work-sharing activities, which 
may include niche classifications. 

THE POSTAL SERVICE IS A PUBLIC SERVICE 

Congress established the U.S. Postal Service as a fundamental public service with a 
mission of providing universal mail service at affordable and non-discriminatory rates. We 
believe this approach, which is as old as the republic, is the right one, NAA applauds the 
Presidential Commission for rejecting suggestions by some to re-create the Postal Service 
as a “commercial enterprise” that has a particular interest and stake in private markets. 

As Congress examines proposals for modernizing the Postal Service, it is important 
to note that the Postal Service is far from an ordinary business. The Postal Service is an 
enormous quasi-go vemmental enterprise with nearly $70 billion in annual revenues. To 
accomplish its public service mission. Congress bestowed the Postal Service with a wide 
range of important and powerful privileges, including a legal monopoly over the delivery 
of letter mail, and exemptions from taxes and most federal, state and local regulations. 

Unfortunately, for many years the Postal Service has often operated with very little 
accountability. Without effective oversight, the Postal Service has not only failed to have 
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financial transparency (as has been well noted by many), but it has felt free to undertake 
ill-considered initiatives for the benefit of its own interests or that of the direct mailers who 
compete with newspapers. 

For example, several years ago, the Postal Service launched an experimental 
program called Auto Day that would have spent $10 million on advertising and sales to 
divert automobile advertisements from the Milwaukee Journal into the mail. Last year, a 
“sales force” of Postal Service employees were making sales presentations to newspaper 
advertisers across the country encouraging them to use direct mail advertising over other 
media through the NetPost Mailing Online service that the Postal Service then offered. 
Over the years, the Postal Service continued to advance the misperception that it is in the 
direct mail and advertising business. A recent example was its description, in its 
Transformation Plan, of saturation advertising mail as “low hanging fruit.” The Postal 
Service should deliver the mail for the benefit of all its customers and not pick sides in the 
competition over advertising between two of its mail customers. 

While historically newspapers have been concerned about the Postal Service’s 
forays into the advertising markets, we are encouraged by the actions of Postmaster 
General Jack Potter who has taken steps to refocus the U.S. Postal Service on its core 
service of mail delivery. NAA specifically commends PMG Potter for halting many 
e-commerce activities that not only created unnecessary costs, but diverted the attention of 
postal management from its public service mission. 
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NAA VIEWS ON THE PRESIDENTIAL COMMISSION’S RECOMMENDATIONS 


NAA is pleased to provide specific comments on the recommendations of the 
President’s Commission. We have read the thoughtful statements of the Postmaster 
General, Chairman George Omas of the Postal Rate Commission, and David Walker of the 
General Accounting Office, and concur with many of their observations. 

EFFECTIVE REGULATION OF THE POSTAL SERVICE IS ESSENTIAL 

Newspapers continue to support the existence of the Postal Service’s monopoly as 
the most effective way to achieve the Postal Service’s core public service mission. We 
remain concerned, however, that the Postal Service may continue to use its monopoly 
privileges to the detriment of private markets and the individual mailer, both in so-called 
non-competitive markets, but also, through flawed costing and pricing, in competitive 
markets as well. 

If Congress is to continue the Postal Service’s monopoly stams, which the 
Presidential Commission recommended, a rigorous regulatory framework is absolutely 
essential to protect mailers from excessive rates, cross subsidization and unreasonable rate 
discrimination. While we appreciate the hard work of the Postal Rate Commission, the 
current statute does not confer it with appropriate tools to regulate the Postal Service. The 
Presidential Commission recognized the need for a strong and effective “Postal Regulatory 
Board” that would be given new tools — nonexistent today — to protect the public interest 
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and ensure that the Postal Service is accountable and completely transparent in the way it 
handles its finances and its operations. NAA supports this recommendation. 


USPS OPERATIONAL FLEXIBILITY TO CONTROL COSTS 


While costs for the U.S. Postal Service have continued to outstrip revenues, postal 
reform proposals in the past have primarily focused on “pricing” as a way of solving the 
Postal Service’s problems rather than setting sights on cost controls. We believe that 
improving the Postal Service’s cost-effectiveness would benefit all mailers, and offers 
more long-term promise than pricing changes that in practice would likely benefit only 
some mailers. 

NAA supports the Presidential Commission’s recommendations regarding the 
consolidation and rationalization of the mail processing and distribution network. NAA 
also believes that, without congressional intervention, the Postal Service should be given 
the operational flexibility to close, consolidate or relocate processing facilities that do not 
meet reasonable public service and productivity standards. However, we also stress that 
small, seemingly “unprofitable” post offices can often be indispensable for small 
communities, and that the role of the local post office in binding the community and the 
nation must not be discounted completely. 

As mailers, we sympathize with the desire to give the Postal Service incentives to 
reduce costs and operate efficiently. I must point out, however, that apart from issues as ter 
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what is an appropriate level of pricing flexibility in the presence of a monopoly, such 
proposals at least implicitly suggest that postal costs increase fairly evenly across classes 
of mail. Unfortunately, experience teaches that this is seldom the case. 

IMPROVEMENTS IN MEASURING AND ALLOCATING COSTS 

The Postal Service claims that the rate for a single-piece basic First-Class stamp 
(now 37 cents) has kept pace with inflation since the Postal Reorganization Act. 
Interestingly, however, during an era in which the price of a telephone call has fallen 
dramatically and high-speed Internet access has become widely available at declining 
prices, the price of the First-Class stamp continues to rise. This has happened despite huge 
investments in highly sophisticated sortation equipment over the past decade and the 
widespread use of barcoding. All of this suggests that the First-Class stamp rate is higher 
than it should be. 

As active participants in postal ratemaking under the current law, we believe that 
there are two reasons for this excessive First Class rate. One is a failure to attribute costs 
properly among First Class and Standard Mail. The other is a long history of placing an 
excessive burden of the “institutional” costs of the system on First Class mailers. 

Together, these factors have kept First Class Mail rates too high and have resulted in 
preferential rates for saturation mailers. Ironically, the problem the Postal Service now 
faces is that decades of exploiting its monopoly may finally have killed the golden goose. 
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as citizens and small business mailers increasingly are exploring alternatives to First Class 
Mail delivery. 

To address this enormous problem, NAA supports the Presidential Commission’s 
recommendation to give a new Postal Regulatory Board the authority to “ensure that the 
Postal Service is appropriately allocating its costs across its competitive and non- 
competitive products and services.” The Postal Regulatory Board should, in a separate 
proceeding, establish the methodology used for calculating and allocating costs because, as 
the GAO stated recently, the responsibility for assigning costs should belong to an 
independent regulator “in which the outcome cannot be unduly influenced through the 
selective provision of information to the regulator.” NAA believes this recommendation 
alone would contribute significantly to a more accountable and financially transparent U.S. 
Postal Service. 

AN EXPEDITED RATE SETTING PROCESS 

The Postal Service and others have complained that the current ten-month process 
to review rate proposals is too long for the Postal Service to respond to changes in the 
competitive marketplace. Frankly, given the enormous size and scope of the Postal 
Service, its huge base of monopoly revenues, and its control over all of the costing data, 
NAA believes that the current ten-month prior review process compares quite well to other 
ratemaking systems. Nonetheless, NAA is certainly willing to work on ways to improve 
and'streamline the rate-setting process. 
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Today, the length of rate cases often has no relation to specific rate changes but is 
the result of disputes over the formula and methodologies used for measuring and 
allocating costs. Empowering the regulator to decide costing issues in separate 
proceedings could greatly accelerate ratemaking while preserving the safeguard of prior 
review. For this to be effective, the Postal Regulatory Board must have increased powers, 
such as the powers to issue subpoenas and to compel the Postal Service to prepare and 
make available cost information and other data. 

RATE PREDICTABILITY AND FLEXIBILITY WITHIN AN INDEX 

The Presidential Commission has recommended that the Postal Service should be 
allowed to set rates on its own within certain limits established by the Postal Regulatory 
Board. Under the proposed approach, rate ceilings would rise by no more than inflation. 
Within a rate index, the Postal Service would have the flexibility to make annual rate 
adjustments for non-competitive services without prior review by a regulatory body. At 
the same time, mailers would be protected from large and frequent rate increases. The idea 
is that the Postal Service and mailers would benefit from more predictable, and presumably 
smaller, rate increases. NAA generally supports this approach. 

It is important to note, however, that proposals for rate indexing, coupled with 
after-the-fact review, implicitly assume that costs increase relatively uniformly across 
postal classes. This is not so. Indeed, the wide range of differences between the classes 


11 



529 


and subclasses in collection, mail processing, and transportation practices and 
technologies, and the relative use of each function by the various subclasses guarantee that 
cost changes differ among classes of mail. Therefore, any system of rate indexing must 
consider how to address the consequences of above-inflation cost changes for some, but 
not all, subclasses. 

While NAA supports rate predictability and rate discipline as desirable outcomes, 
those are not the only important outcomes of a revised ratemaking regimen. Other vital 
criteria are: (1) that all mailers pay rates that cover their costs, thereby preventing cross- 
subsidies; (2) that costs upon which rates are based must be correctly measured; and (3) 
that discounts reflect cost differences. The challenge is to develop a system that 
accomplishes all of these goals. NAA believes that an experienced Postal Regulatory 
Board would be fully capable of devising such a system. 

PRIOR REVIEW TO PROTECT MAILERS FROM FLAWED RATE CHANGES 


NAA respectfully submits that, whether or not a rate indexing system replaces the 
current cost-of-service system, mailers would face considerable risk if a prior review of 
rates — before implementation — were eliminated. 

History teaches that prior review protects mailers from not only unreasonable rate 
changes, but rate proposals that may be based on flawed or unreliable data. For example, 
only a few years ago, the Postal Service submitted rate proposals to the Postal Rate 
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Commission that would have raised rates for out-of-county weekly newspapers by 35 
percent. Newspapers, particularly weeklies, were shocked by the proposed rate increase. 
Prior review of that proposal before the Postal Rate Commission gave rise to the discovery 
by the Postal Service that the formula it used for determining the out-of-county rate 
proposal was seriously flawed. In fact, after using more reliable data, the Postal Service 
proposed a 1 .5 percent rate decrease for out-of-county weekly newspapers rather than the 
earlier proposal of a 35 percent increase. 

Only prior review was able to avert serious economic harm. If a 35 percent 
increase in postage had been implemented without a review by a neutral and independent 
body, it could have caused irreversible harm to weekly newspapers. Since postage is a 
large percentage of a weekly newspaper’s operational costs, an unjustified postage 
increase, based on a flawed analysis, could have put some newspapers out of business. No 
after-the-fact remedy could have rectified the damage done. 

NAA believes mailers should be given the opportunity to challenge postage rate 
proposals before they are implemented. Indeed, as a practical matter, this is implicit under 
H.R. 4970, Burton-McHugh-Waxman compromise bill drafted in May, 2002, so long as 
the regulator has the power to enjoin a proposed rate change from taking effect. This is 
because, in practice, the Postal Service must give advance notice of any rate changes in 
order to forewarn mailers and give time to update mail preparation software, etc. If the 
regulator has the power to intervene before the rates take effect, mailers may have 
protection from flawed or unjustified rate changes. 
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Indeed, that approach resembles a model often used by federal and state regulators 
in which the regulated service provider publishes advance notice of an impending rate 
change, and that rate change takes effect absent intervention by the regulator. The Federal 
Communications Commission, for example, applied that procedure for many years before 
the industry became largely deregulated. A regime in which the Postal Service could 
propose rate changes, subject to cost attribution methodologies set by a regulator and an 
expedited process before the rate change took effect, could significantly enhance the Postal 
Service’s pricing flexibility while preserving the safeguards of prior review. 

NEGOTIATED SERVICE AGREEMENTS ARE DISCRIMINATORY 

While some pricing flexibility within a rate index and an improved system for 
measuring and allocating costs could be beneficial to all mailers, as well as the Postal 
Service, NAA believes strongly that the Congress should prohibit the Postal Service from 
offering special rates for individual mailers in the form of “negotiated service agreements.” 
Although newspapers are often the largest mailer in their markets, we believe market 
economies have no room for contract rates by governmental service providers that have no 
shareholders, pay no taxes, enjoy government privileges and exist on a history and 
infrastructure paid, to a substantial degree, by taxpayers. Government services- — here, 
postal services — should not be for sale on the basis of negotiating or lobbying skills. 
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Newspapers believe there is a big difference between (1) negotiated service 
agreements that selectively confer unique benefits on favored mailers, and (2) encouraging 
and rewarding aU mailers for work-sharing activities. Newspapers have long held the view 
that postal discounts and work-sharing arrangements should be available to all mailers who 
meet predetermined criteria for those rates, and such discounts should be based on 
demonstrated cost differences. In fact, postal rates today include numerous generally- 
available discounts for so-called “worksharing’ activities such as barcoding, dropshipping, 
and presorting. 

Mailers large and small can perform these activities, which benefit both the mailers 
and the Postal Service. For our part, newspapers have invested huge amounts of money in 
work-sharing efforts that reduce the Postal Service’s costs while improving the service that 
our products receive. By working with all mailers, the Postal Service will be far better off 
than if it devotes its time and resources to cut special deals with individual mailers. 

The Presidential Commission recommended allowing the Postal Service to 
negotiate special deals with favored mailers, subject only to after-the-fact review. NAA 
respectfully opposes this recommendation. We believe prior review of arrangements that 
could confer significant competitive advantages of selected mailers is essential. As the 
Postal Rate Commission has observed, such arrangements can easily have undesirable 
“external” effects on other mailers (especially those that compete with the NSA mailer), 
which the Postal Service might well not consider during the negotiations. In fact, the 
Postal Rate Commission and the GAO have been critical of the Postal Service for failing to 
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possess costing information that is critical in determining whether the USPS is truly better 
off as a consequence of a proposed deal. 

The Presidential Commission also recommended that negotiated service 
agreements should be made available to similarly-situated mailers. Congress should 
recognize that such is not the case with the Capital One NSA. Over a year has passed 
since that deal was announced, and nearly a year since it was approved, without a second 
mailer, including competitors to Capital One, having access to the same deal. This is 
because in the Capital One NSA, the Postal Service reserves the right to negotiate with 
whomever it pleases and is under no enforceable obligation to allow any other mailer to 
obtain a similar arrangement. That experience confirms to us that negotiated arrangements 
for individual mailers are inherently discriminatory and should be abandoned in favor of 
arrangements that take the form of what the postal community calls “niche” classifications, 
available to all mailers that meet reasonable published criteria. 

CONCLUSION 

NAA appreciates the opportunity to present our views on some of the 
recommendations and issues raised in the President’s Commission on the U.S. Postal 
Service. Newspapers look forward to working with the Special Panel on Postal Reform 
and Oversight on reform measures that strive to improve the Postal Service as a public 
service that will serve the interests of all mailers. 
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TESTIMONY OF TIMOTHY J. MAY, 

GENERAL COUNSEL OF THE PARCEL SHIPPERS ASSOCIATION 
BEFORE THE 

SPECIAL PANEL ON POSTAL REFORM 
AND OVERSIGHT, COMMITTEE 
ON GOVERNMENT REFORM, 

HOUSE OF PREPRESENT ATIVES 
FEBRUARY 11, 2004 


The Parcel Shippers Association (PSA) is an association consisting of approximately 80 
members from every section of the nation. Its members make use of Parcel Post service 
and Bound Printed Matter, which are parts of the Package Services class of mail. 
Additionally, the membership of the association makes use of First-Class Mail, including 
Priority Mail, and of Standard Mail. Its principal focus is the delivery of packages sold 
by its members to their customers. 

I am Timothy J. May, a partner in the law firm of Patton Boggs LLP, and general 
counsel of PSA. I was also the general counsel of the Postal Service in the period 
immediately preceding the successful efforts at postal reorganization. It is from that 
vantage point that I can testify that the problems confronting the Postal Service today are 
more difficult, less easily resolved, and more threatening than the circumstances that 
faced the Kappell Commission when it undertook the task of postal reform, beginning in 
1968. 

PSA is grateful for the opportunity to submit its views on comprehensive postal reform. 
We have carefully studied the July 2003 Report of the President’s Commission on the 
United States Postal Service. As we will lay out in this testimony, we strongly support 
many of the Commission’s recommendations for legislative and administrative reforms, 
and believe that the findings and recommendations of the Commission can provide a 
strong foundation for the necessary restructuring by Congress of the Postal Service of the 


1 



535 


future. We are particularly pleased that the Commission has adopted recommendations 
that PSA urged upon the Commission. We also are pleased that much of the 
Commission’s work and many of its recommendations seem to be in agreement with, if 
not based upon, the legislative efforts at reform that have taken place over the last nine 
years under Chairman McHugh. This gives us great confidence that something can now 
be done to secure the future of the Postal Service since there is so much apparent 
agreement between and among an independent commission appointed by the President of 
the United States, legislation developed by the relevant committees of congress over the 
last nine years, and the proposals made by important stakeholders of the Postal Service. 

In particular, we think that H.R. 4970 (McHugh/Waxman), a bipartisan effort introduced 
by Chairman McHugh late in the 107* Congress, and passed out of Subcommittee, 
provides a firm foundation for achieving the reform that stakeholders and the Presidential 
Commission are searching for, and that that legislation is consistent with the principles 
established by the Bush Administration in December 2003 that reform should : 

Implement best practices 

Create financial transparency 

Allow for wider flexibility 

Create more accountability 

Continue the self-financing of the postal system 

1. THE UNIVERSAL SERVICE OBLIGATION (USO) 

PSA, as part of the mail order industry, is gratified and relieved that the President’s 
Commission considered and rejected the illusionary panacea of privatization; revalidated 
the Postal Service’s current mission, including six day delivery; recommended the 
continuation of the postal monopoly; and reaffirmed the need for a government sponsored 
postal system, providing universal service. Most important for PSA, the Commission 
reaffirmed package delivery services as a core part of the universal service mission. 
Reform legislation should recognize these important principles. 
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H. GREATER FELXIBILITY IN FIXING POSTAL PRICES AND SERVICES 

PSA strongly supports giving the Postal Service greater flexibility to meet market 
conditions in the fixing of postal prices and services. USPS should have the ability to 
establish postal rates without prior approval from the regulatory body for non- 
competitive products within price caps established by the regulatory body. 

PSA also strongly supports even greater private sector partnering and worksharing. The 
Postal Service is already well engaged in partnerships with the private sector where that 
sector can perform one or more of the mail handling, processing, and transportation 
functions more efficiently than the Postal Service. In 2002, USPS rewarded mailers with 
$15 billion in rate discounts for worksharing. An outstanding example of worksharing is 
the destination delivery unit (DDU) rates. Those rates promote efficiency by combining 
the advantage of the lower costs of private sector parcel processing and transportation 
and the Service’s economy of scale in delivery. This has been made possible by parcel 
consolidators, members of PSA, who collect parcels from shippers and consolidate them 
into the large volumes necessary to be able to deposit with the USPS directly at the DDU. 

PSA strongly supports the use of negotiated service agreements (NSAs) and contract 
rates by the Postal Service as a means of customizing prices and services to meet the 
individual needs of its customers. Reform legislation should provide for streamlined 
procedures for negotiating and securing approval of NSAs. 

III. DEREGULATON OF COMPETITIVE PRODUCTS 

Of paramount importance to PSA is the total deregulation of Postal Service products that 
are determined to be competitive, that is, for which there is competition in the market 
place. At the present time, that would appear to be limited to Parcel Post and its bulk 
package delivery services, Priority Mail, and Express Mail. As do other mailer 
organizations, PSA strongly advocates that the Postal Service be given more flexibility to 
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respond to the marketplace. That is particularly necessary for the unique situation of 
bulk Parcel Post package services, Priority Mail, and Express Mail. 

Competition for the delivery of packages in the United States requires the Postal Service 
to continue to deliver packages as one of its core functions. That delivery market is 
highly concentrated. Packages, defined as parcels weighing one pound or more, are 97% 
concentrated among four carriers. United Parcel Service is far and away the market 
leader with 57% of that market, with the Postal Service lagging behind at 1 8%. The other 
two carriers are Federal Express and Airborne. In the sub-market of ground parcel 
delivery, as opposed to expedited transportation, there is even more market dominance, 
with a 78% market share for UPS, and only 7% for the Postal Service. This is the sub- 
market which describes parcel post. In this market. United Parcel Services delivers 3.82 
billion parcels, and USPS only 381 million. If the Postal Service were to be legislatively 
prohibited from participating in the ground parcel shipment market, the UPS share would 
increase even more resulting in virtual monopoly domination of this market. With this 
type of market dominance, it is highly unlikely that the Government’s anti-trust agencies 
would allow a merger of UPS with any other carrier in this market because of the even 
greater threat to competition. It would be ironic if Congress were legislatively to achieve 
a monopoly result for UPS, which government laws and regulations would otherwise 
prevent. Continuing the Postal Service’s delivery of packages as one of it core functions 
is not only in the interest of the Postal Service, it is indispensable for promoting 
competition and giving consumers of package services a choice of carriers. 
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Package delivery service has always been a core business of USPS. Only the Postal 
Service provides truly universal parcel delivery service: post office boxes; APO’s; 

FPO’s; Alaska; and Saturday delivery, just to cite some examples. USPS delivers parcels 
everywhere, everyday, with published and uniform tariffs. Unlike some of its 
competitors, it does not penalize parcel deliveries to your home with a hefty surcharge; it 
does not hide from, but welcomes at one of forty thousand post offices, the ordinary 
citizen with one package to send. The USPS parcel post service long pre-existed the 
entry of the United Parcel Service (UPS) and FedEx into this market. It was and remains 
a vital core business of the Postal Service. In order to sustain universal service, USPS 
must be allowed to optimize the value of its sunk network costs by competing freely in 
the non-monopoly competitive core services, such as parcels, even though that network 
may make USPS more efficient than competitors in parts of that network. 

PSA strongly believes that bulk package services in the parcel post subclass and Priority 
and Express Mail should be free from regulation by the regulatory body (PRC or its 
successor) as to rates, classifications, service offerings, and negotiated customer service 
agreements. And it is pleased that the President’s Commission agreed. 

IV. RATIONALIZATION OF THE POSTAL SERVICE INFRASTRUCTURE 

PSA strongly agrees with the findings and recommendations of the President’s 
Commission with respect to the closure and consolidation of unneeded postal facilities. 
The Postal Service’s own Transformation Plan also calls for that. The Commission 
Report very candidly addresses the political difficulties inherent in such closures. 
Congress will need to decide whether the Commission’s suggestion for a type of base 
closing Commission (the PNOC Commission) will help or hinder the Postal Service in 
these efforts. Except for the closure of small post offices, the Postal Service already 
possesses the authority to close and consolidate facilities. Frankly, it is Congressional 
opposition engendered by local pressure groups that stand in the way of the exercise of 
that authority. It is a question that needs to be examined: Will a Commission whose 
recommendations for closure must be approved by the President of the United States, and 
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avoid veto by Congress, create more or less opposition to closures? That is a question 
that the Congress itself is uniquely qualified to answer. 

V. REGULATION OF USPS 

PSA does not disagree that under a new regime, with more ratemaking flexibility given to 
the Postal Service, an enhanced regulatory body will need a larger role. Nevertheless, it 
is our view that the powers the President’s Commission recommends be given to the 
regulatory body are excessive and, to the extent they interfere with purely management 
prerogatives or are broad policy making powers normally reserved to the Congress, are 
inappropriate. We disagree with the President’s Commission that the proposed Postal 
Regulatory Board: 

1. Should be given the power to redefine the universal service mission; for example, 
it could decree three delivery days a week, rather than 6; it could determine that 
the mission no longer includes the carriage of packages. 

2. Should be given the power to redefine or abolish the postal monopoly; again it 
could do this without reference to the Congress or review by the Courts. 

3. Should be given the power to devise the rules and standards under which the 
baseline rates and ceilings for non-competitive products will be set, with no 
recourse to any outside body. We believe the Congress itself needs to establish 
certain parameters that will guide the regulatory body in this respect. 

4. Should be given the power to define what costs are attributable and to which 
postal products those costs are attributed. Just as troubling is the Commission’s 
finding that more costs should be attributed than are currently attributed. Not 
only could this lead to fully allocated costing, the antithesis of market pricing, but 
under this regime the decisions of the Commission on this subject are immune 
from judicial review. Much of the last thirty years of ratemaking proceedings at 
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the Postal Rate Commission have been consumed with the litigation of which 
costs are attributable and to which products, culminating at one point in a 
Supreme Court review. It is one thing to allow the Commission to be the final 
arbiter of attributions, as in fact it is now, where there is judicial review available 
to ensure that the Commission has not abused that power; it is simply 
unacceptable to have a regulatory body make those final determinations with no 
review whatsoever. 

Along the same lines, the regulator would also be given the power to block the 
Postal Service from cross-subsidizing the prices it establishes for competitive 
products; that is fine with PSA and we understand this necessity. However, the 
regulatory body is also given the power to define, without review, what cross- 
subsidy consists of. There is a well established understanding of “cross-subsidy” 
in the economic literature. It may be that the regulator would embrace those 
standard definitions; but it may very well not, and that we would object to 
because, again, there is no independent review. The regulator should not be able, 
through fashioning its own definition of cross-subsidy, effectively to render the 
Postal Service completely non-competitive for all of its competitive product 
offerings in the real marketplace. 

We think the provisions of H.R. 4970 to ensure against cross-subsidization of 
competitive products strike just the right balance between protection of users of 
monopoly services and protection of competitors from predation, and the USPS 
need to be competitive in the marketplace, both for its own interests and the needs 
of consumers to have more than one choice to deliver their products. 

5. Should be given the power to establish wage caps and determine wage 

comparability; this would effectively destroy the collective bargaining process. 
Basically, PSA believes that all conditions of employment should be collectively 
bargained for, but should be bargained for by the parties themselves without 
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interference from outside agencies. We also believe that the collective bargaining 
process can be improved without undermining its very core. 

6. Can avoid conducting trial type proceedings on any issue. Rather, they would 
conduct legislative type hearings where there is no opportunity to confront or 
have discovery upon the allegations made at those hearings. In essence, this 
means that there will be no evidentiary record to support the findings of the 
regulatory body. Because there is no judicial review of any finding or 
determination of the regulatory body, it becomes a moot question whether there is 
an evidentiary record to support its decisions. 

VI. OTHER REFORM RECOMMENDATIONS 

PSA also endorses; 

Increased compensation for Postal Service executives 
The ability of the Postal Service to retain earnings 
Enhanced transparency of Postal Service accounts 

An Intelligent Mail program (but one which does not unnecessarily intrude upon 
individual privacy) 

VII. ESCROW OF THE CIVIL SERVICE RETIREMENT SYSTEM (CSRS) 
SAVINGS AND RETIREMENT PAYMENTS FOR MILITARY SERVICE 

Public Law 108-18, reforming the amount of Civil Service retirement funding required 
by the Postal Service, was crucial to the Postal Service’s financial stability. That law, 
however, requires that the Congress determine, for 2006 and beyond, whether the Postal 
Service may expend those “savings” from reduced retirement payments or whether they 
will have to be kept in an escrow account unavailable for use by the Postal Service to 
reduce debt, to mitigate rate increases, to improve efficiency through automation, or for 
any other purpose. The Postal Service, as that Act required, has proposed two different 
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alternatives for spending the “savings” if Congress will remove the escrow provisions. 
Either of those alternatives, or a combination of them, are reasonable uses for the 
“savings”. PSA hopes that Congress will act upon those recommendations and abolish 
the escrow account; otherwise, it will obstruct the Postal Service’s revenue goals and will 
immediately trigger higher rate increases for all users in 2006 by an additional 5.4 
percent, and even larger increases in later years, according to the Postal Service. 

That same law required the Postal Service, alone among all government agencies, to fund 
the military service component of its CSRS retirees’ pension payments. We endorse the 
Commission’s recommendation that Congress repeal that obligation, and return 
responsibility for this payment to the Department of the Treasury, where it belongs. 

vni. CONCLUSION 

The Postal Service is not in current crisis solely because of two factors: the Postal 
Service has been busily engaged in reducing postal costs, carrying out its Transformation 
Plan, and improving productivity; and Congress, through the enactment of Civil Service 
Retirement Reform, gave the Postal Service a substantial injection of revenues for the 
years 2003, 2004 and 2005. However, had not both occurred, the structural flaws of the 
current Postal Service business model would have brought the Postal Service to a critical 
and dangerous point where its mission was in peril and its dependability as an essential 
partner to the $900 billion mailing industry would be in great doubt. We cannot forget 
that looming over the Postal Service are unfunded liabilities of $92 billion. PSA urges 
Congress to use this breathing spell to enact basic postal reform and design a new 
business model for the Postal Service for the future. The blueprints are there: the report 
of the Presidential Commission, the support of the Administration, and the substantial 
work done by the relevant committees of the Congress over the last 9 years. Such 
fundamental reform may very well take the Congress more than a year to do it right. If 
that is the case, however, those extended reform efforts should not delay the enactment of 
the CSRS retirement changes that are needed to remove the escrow provisions from the 
retirement savings. Now is the time for action. What the Congress fashions may, and 
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indeed probably will, hold the key to the survival of the Postal Service and the continued 
prosperity of the businesses that are so dependent upon it, as well as the continued 
enjoyment of universal service by all Americans. 


PSA thanks the Committee for its consideration of our views. 


Respectfully submitted, 


Timothy J. May 

Patton Boggs LLP 

2550 M Street, NW 

Washington, DC 20037-1350 

Counsel for Parcel Shippers Association 


Dated; February 11, 2004 
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Special Panel on Postal Reform and Oversight 
Committee on Government Reform 
U.S. House of Representatives 
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Even with the dramatic changes experienced in electronic communications in recent 
years, timely, reliable and affordable mail and package delivery remains critical to the success of 
America’s small businesses, and therefore, to the well being of the U.S. economy. With that in 
mind, the Small Business Survival Committee (SBSC), a national nonprofit, nonpartisan small 
business advocacy organization, welcomes the opportunity to provide written testimony to the 
Committee on Government Reform’s Special Panel on Postal Reform and Oversight. 

The very technological advancement — that is, the enhanced power and versatility of 
computers, and high-speed telecommunications (including e-mail) — that have undermined the 
traditional Post Office model, at the same time have empowered entrepreneurs and spurred a 
decentralization of our economy. Small firms, including many home-based enterprises, need 
affordable mail and package delivery services that they can count on to send and receive 
information and goods critical to operation of their businesses. 

Consider that the number of businesses in the U.S. - based on Internal Revenue Service 
(IRS) data - jumped from 13.3 million in 1975 to 28.1 million in 2002. That’s an increase of 
111 percent, while the U.S. population increased by only 34 percent. We increasingly are a 
nation of entrepreneurs, which means there is simply more commercial correspondence taking 
place. 


Home-based work/businesses also have been expanding at a rapid pace. According to the 
International Telework Association & Council, the number of self-employed individuals who 
work “independent of location,” that is, at home, in a client’s office, a satellite office, at a 
telework center, or on the road, at least one day a month increased by 28 percent between 1997 
and 2003 - from 18.3 million to 23.4 million. A report released in 2000 from the U.S. Small 
Business Administration’s Office of Advocacy by Joanne H. Pratt looked at 1992 data, and 
found that home-based businesses represent 52 percent of all sole proprietorships, partnerships 
and S corporations. The ability of home-based businesses to succeed, survive and thrive rests on 
an affordable and reliable mail and package delivery system. 

Thousands of businesses are now selling goods through online auction sites. An 
Entrepreneur.com article (September 2002) noted: “You really don’t need anything but a 
computer, an Internet connection, a printer and a digital camera.” A June 2002 “eBay Live!” 
gathering drew 5,400 sellers, and it was reported that more than 420 million items were up for 
auction on eBay, Affordable shipping costs and reliability obviously are important to these 
enterprises. 

Small business dependence upon a mail and package delivery system that is reliable and 
affordable only heightens the importance of advancing United States Postal Service (USPS) 
reforms. The Postal Service faces some daunting problems - primary of which is the fact that 
costs continue to balloon while revenues are projected on a downward path. 

The President’s Commission on the United States Postal Service drove home the point 
that the small business community relies heavily on the efficacy of the postal service: “As 
individual households rely more and more on the Internet for a wider array of their 
communications, the nation’s Postal Service — by default -- is becoming primarily a medium for 
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the transmission of business correspondence. All tallied, bill presentment and payment, 
commercial correspondence and advertisii^ combine to generate 93% of total U.S. First-Class 
Mail volume today.” 

In the end, it’s the business community tluit carries the burden of an inefficient Postal 
Service. 


Price Changes from 1970 to 2002 
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On July 31, 2003, the Commission on the United States Postal Service delivered its 
recommendations on how to fix the Postal Service to President Bush. The report was titled 
“Embracing the Future: Making the Tough Choices to Preserve Universal Mail Service.” 

There should be no doubt that the Postal Service is in desperate need of reform. The last 
major legislative change in how the Postal Service operates occurred in 1 970. Since then, costs 
have risen dramatically. Consider that the price of a first-class stamp in 1970 was six cents, and 
had risen to 37 cents by 2002. That was an increase of 5 1 7 percent. Meanwhile, inflation over 
the same period as measured by the GDP price deflator, arguably the most accurate measure of 
inflation, registered 281 percent. Or, if one prefers to measure inflation according to the 
consumer price index, inflation came in at 364 percent. As noted in the above chart, the rise in 
the cost of a stamp far outstripped inflation, no matter how inflation is measured. 

Even with rather dramatic price increases, the Postal Service has proven unable to keep 
costs in line. For example, in fiscal year 2002, the Postal Service raked in almost $67 billion, but 
lost $677 million. That followed a $1.7 billion loss in FY2001 and a $200-mitlion deficit in 
FY2000. The recent postal rate increase, plus legislation reducing the Postal Service’s pension 
contributions, generated a surplus of roughly $4 billion for FY2003. However, losses are 
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projected to mount ever higher in future years. For good measure, the Postal Service has some 
$92 billion in outstanding debt and other unfunded obligations. In its April 2002 Transformation 
Plan, the Postal Service acknowledged that “costs are rising faster than revenues.” The bulk of 
those costs - “76 percent of total Postal Service expenses” in 2001 - go to labor force 
compensation and benefits. 

In a July 2002 report (“The Postal Wage Premium: No Wonder the Postal Service Loses 
Money”) for the Institute for Research on the Economics of Taxation (IRET), senior economist 
Michael Schuyler reviewed the various economics literature regarding labor force costs for the 
Postal Service. These studies point to Postal Service workers receiving a substantial pay 
premium versus comparable private-sector workers. Schuyler concluded: “A cautious estimate 
based on the many economic studies reviewed here is that the ‘postal wage premium’ is at least 
20%, and more likely is 30% or more.” He added: “When fringe benefits are added to cash 
wages, the ‘postal pay premium’ may be in excess of 40%.” 

Meanwhile, productivity gains in the Postal Service have failed to keep up with those in 
the private sector. In a later report (“The Postal Service’s Productivity Problem,” IRET, October 
7, 2002), economist Schuyler observed: “According to data from the Bureau of Labor Statistics 
(BLS), the Postal Service increased its labor productivity (output per hour of labor) by 40% over 
the period 1970 to 2000, while manufacturing and private business increased their labor 
productivity by 149% and 74%, respectively. The Postal Service emphasizes total factor 
productivity, which relates output to all factors of production. The Postal Service’s total factor 
productivity rose by 12% from 1970 to 2000. For comparison, using the roughly similar measure 
of multifactor productivity compiled by BLS, manufacturing and private business increased their 
multifactor productivity by 39% and 31%, respectively, over the same period.” 

The Commission’s report provided some welcome and disappointing recommendations. 
SBSC’s review of the report is highlighted below. In-depth analysis of SBSC findings is 
provided within a recent report “The Future of the Postal Service: Did the President’s 
Commission Deliver for Small Business?” 

A seat at the table : Given that the small business, entrepreneurial sector of the U.S. 
economy is increasingly dependent upon an affordable, reliable mail and package delivery 
system, SBSC would like the Congress to consider dedicating at least one “small business 
seat” on the USPS Board of Governors. The Commission seemed to infer that candidates for the 
board should come from the world of big business and big finance. While there is no doubt that 
corporate CEOs as well as individuals who run large organizations and entities would add 
tremendous value as board members, the unique structure of the Postal Service combined with 
the fact that small businesses in particular require a cost-effective, reliable and mission-focused 
system make their input and ideas critical to the future of the institution. SBSC hopes the 
Congress sees the value in bringing small business input and oversight to the Postal Service. 
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The Positives within the Commission’s Report 

• The Commission emphasized reducing costs in dealing with a growing imbalance between 
rising costs and slowing or declining revenue in the Postal Service. Note the following from the 
report: 


“The rates of growth for First-Class Mail and Standard Mail, the twin engines of 
Postal Service cash flow that together generate more than 75% of all postal 
revenues, have been in long-term decline since the 1980s, ... While some 
potential exists to increase revenues, ... a significant portion of the Postal 
Service’s fiscal stabilization must come from reduced costs through the 
modernization of every element of its operations, service delivery and asset 
management.” 

With revenue streams in retreat, “the solution clearly lies with focusing the Postal 
Service on its core value to the nation — delivering the mail — and recognizing 
that, as demand for that service contracts, perhaps the Postal Service should 
contract, as well.” 

“The 1970 Act, for example, assumes perpetuation of a voluminous and archaic 
postal monopoly law that dates back to 1845 and is all but inscrutable in the 
modem context. As a result, there exists no clear boundary between the end of 
the postal monopoly and the beginning of the competitive postal marketplace.” 

“While the Postal Service in recent years has explored an array of new revenue 
streams far afield of what most Americans consider ‘postal services,’ the 
Commission recommends that the Postal Service be restricted to products and 
services related to the delivery of letters, newspapers, magazines, advertising 
mail, and parcels.” 

These remarks and recommendations stand in sharp contrast to the Postal Service’s desire 
to “grow” out of its troubles. In its April 2002 Transformation Plan, the Postal Service noted 
that it wants “to make use of its assets and explore service offerings in related markets.” 

The likely outcome of allowing the Postal Service to expand into new markets would be 
mounting losses and increased subsidies from either the taxpayers or ratepayers since the Postal 
Service has exhibited no ability over the years to control costs. In addition, there is the issue of 
letting a government entity get involved in business ventures that the private sector is quite 
capable of performing. There is no market failure when it comes to, for example, package 
delivery and related business services, and therefore, no reason for government, through the 
Postal Service, to get involved in such ventures - other than mission creep, which often plagues 
government. 

Many types of small businesses are impacted by the Postal Service’s desire to diversify 
its product and service offerings. The Postal Service should not be allowed to explore business 
ventures outside of its core mission, period. 
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Compared to allowing the Postal Service to expand its mission without any economic 
justification whatsoever, clarifying and nanowing the Postal Service’s monopoly is preferable, 
as are any recommendations of getting the Postal Service to focus on reducing costs . 

• The Commission opens the door to private-sector provision of at least part of the Postal 
Service’s universal service mission. For example, the report asks: 

“Does the universal service obligation require that the Postal Service itself carry 
out the core postal services expected by every American and business?” 

At another point, it recommends: 

“Where private-sector companies can perform aspects of the nation’s postal 
service better and at less cost, the Postal Service best serves the nation by 
involving them in the provision of universal postal service. The Commission 
recommends that the Postal Service have maximum flexibility in delivering 
universal service by the most cost-efTective, quality means available to it, 
including outsourcing a particular function to the private sector.” 

Again, it makes sense to have the Postal Service explore private sector options that could 
reduce costs and enhance service. Small businesses can play a big role in this regard. 

The Disappointments 

The Commission’s report fails or falls short in other areas. A constant theme throughout 
this report is that the Postal Service should function like a business. However, various 
recommendations run counter to what businesses would do. 

• The Postal Service should be able to sell to the highest bidder any of its unneeded facilities and 
real estate. That’s an obvious benefit to consumers, as those revenues could be used to retire 
debt obligations, for example. However, the Commission instead offers a political 
recommendation: 

“Where there is inadequate market demand for an excess post office, the Postal 
Service should be encouraged to transfer the facility - with or without 
reimbursement, as best serves the public interest - to state and local governments, 
as well as not-for-profit organizations.” 

Such giveaways amount to mere political pandering, are not sound business practices, 
and wind up raising costs for consumers. 

• Labor costs are a huge problem, as already noted, facing the Postal Service. The Commission 
takes note of this. For example, it observes: 
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The 1970 Act “directs compensation for Postal Service employees and officers to 
be ‘comparable to the rates and types of compensation paid in the private sector of 
the economy of the United Stales.’ Yet the statute contradicts itself by excluding 
pensions from collective bargaining and effectively taking retiree health benefits 
off the table, as well, by requiring that they be maintained at the generous levels 
in place when the 1970 Act became law.” 


Later; 


“While the clear intent of the comparability standard is to ensure wages do not lag 
behind the private sector, expert witnesses made the case to the Commission that 
a premium may exist today. Appearing to support these claims is the low 
turnover rate and the fact that new hires, on average, receive a 28.4% pay increase 
when they join the Postal Service.” For good measure, the report pointed to 
health and pension benefits being far more generous than in the private sector. 

The Commission noted that these cost assertions were challenged, and unfortunately 
decided to punt. While providing some guidelines, the Commission said that a Postal Regulatory 
Board should decide this matter. 

Missing the Big Picture 

No matter how much the Commission members might hope for or declare, the fact is the 
Postal Service is not a business. It is a government entity and fundamental business reforms are 
not possible. The Commission seems to believe it can make a governmental entity act like a 
private-sector business. 

A private business is disciplined by owners, consumers and competition in the 
marketplace. Prices and costs are restrained due to competition. Owners demand performance. 
Profits and losses dictate success or failure. A business that cannot control Its costs and/or meet 
consumer demands will suffer losses, and unless improvements are made, it will go out of 
business. If a business does fail, then capital and labor are reallocated to more efficient and 
profitable ventures. 

The Commission did not call for opening up the Postal Service’s monopoly to 
competitors in the hopes that competition at least might make a difference. Instead, the 
Commission called for protecting, though narrowing, that monopoly. 

The Commission also provides little in substance when it comes to the huge controversies 
of the Postal Service’s special status and of monopoly profits cross-subsidizing products and 
services provided in competitive markets. The report notes: 

“Private carriers have no U.S. Treasury to borrow from at favorable rates, no 
monopoly markets to reliably generate more than 75% of operating revenues and 
no government exemption from most taxes and laws imposed on private 
enterprises. Given that distinction and the Postal Service’s presence in contested 
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markets, it has a special duty to ensure it does not wield its monopoly and 
government privileges unfairly against companies that have no such advantages.” 

The Commission’s answer to these major issues was the recommendation “that the Postal 
Service significantly improve its cost-allocation system.” The report notes that controversy 
swirls around the current system, especially since “40% of costs falls into this general category 
of institutional costs... While the Postal Service claims that significant improvements are not 
feasible, one leading private-sector carrier noted it had a procedure for achieving 100% cost 
allocation. The Commission feels that the appropriate target for the Postal Service lies 
somewhere in between.” Again, so much for being run like a business. 

This issue of cost allocation and subsidizing competitive services from monopolized 
services needs to be dealt with for the benefit of both consumers and private-sector competitors. 
Rick Geddes of the American Enterprise Institute has noted (“Why We Need Postal Reform and 
What It Should Entail,” March 17, 2003) that the 1970 Postal Reorganization Act “failed to 
reduce cross subsidies from monopolized to competitive mail classes, but rather appears to have 
exacerbated them.” Another report from Michael Schuyler (“Uneven Price Markups Distort 
Postal Service Mission,” Institute for Research on the ^onomics of Taxation, December 11, 
2003) pointed out that “the markup is high on first-class mail (nearly double production costs) 
and much lower on most peripheral products. These unequal markups place a disproportionately 
heavy burden on first-class mail consumers, contrary to the government agency’s mission.” 
Schuyler added that with the Postal Service’s claim of overhead costs, “non-core products may 
actually be losing money and receiving cross-subsidies from first-class mail customers to cover 
the losses.” 

The Commission also endorsed worksharing arrangements and volume discounts with 
entities that do a large amount of mail. Sounds reasonable, except for this controversy regarding 
cost allocations within the Postal Service. Without 100% proper cost allocation ~ as is done in 
the private sector - then the very real threat exists that small businesses could wind up 
subsidizing large corporations when it comes to mail. 

As long as the Postal Service remains a governmental entity, there are no cure-alls to 
these problems - only marginal reforms. Unfortunately, the Commission rejected the only real 
solution, that is, privatization. The Commission asserted: 

“The Postal Service delivers more than 200 billion pieces of mail per year across 
the vast geographic expanse of the United States. Privatization of a commercial 
entity the size of the Postal Service could seriously disrupt both mail service and 
the private postal marketplace. It is highly unlikely that the private sector, acting 
alone, could provide the universal mail services we have come to expect from the 
Postal Service. For the Postal Service itself, privatization would likely involve a 
decade or more of wrenching organizational changes that could undercut the 
stability and continuity that are the hallmark of public postal service.” 

If politics trumps economics, and the Postal Service must remain a government entity, 
then its mission should be constrained to the most basic notion of universal mail service. That 
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service, though, should not be monopolized, but open to competition from private providers. 
Also, the Postal Service should not be allowed to venture into other areas where the private 
sector has proven quite capable of providing service, particularly given the Postal Service’s 
unfair advantages when it comes to accessing a Treasury credit line, not paying taxes, and not 
having to live under the same laws and regulations as private firms. 

SBSC thanks the Committee for providing us the opportunity to present our views on the 
Commission report. We were very pleased when leaders of the House Government Reform 
Committee issued a bipartisan statement on December 8, 2003, regarding the need for postal 
reform. They noted that “the Postal Service continues to be hampered by flagging revenue, high 
costs, and an untenable debt load. This crisis has been brewing for years, and it’s time to act on 
comprehensive reform. Too many jobs, too many businesses and too many families are 
depending on us.” SBSC certainly agrees with these sentiments, and we look forward to 
working with each Committee member to ensure an affordable, reliable mail and package 
delivery system for U.S. small businesses. 


Raymond J. Keating is chef economist for the Small Business Survival Committee. 
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Statement for the Record 
Michael L. Eskew 

Chairman and Chief Executive Officer, UPS 
55 Glenlake Parkway 
Atlanta, Georgia 30328 


United States House of Representatives 
Committee on Government Reform 
Special Panel on the Postal Service 
February 11, 2004 


1 appreciate the opportunity to present a written statement for the record 
expressing the views of UPS before the Special Panel on the Postal Service. The UPS 
Board of Directors is meeting today, February 1 1*, 2004, and, as Chairman of the Board, 
it is imperative that I attend. 

The Administration offered guidance to Congress as it considers the broad and 
complex issues related to the United States Postal Service. In particular, I want to call 
attention to the request that Congress enact postal reform to ensure that the Postal Service 
“... operat[es] appropriately in the competitive marketplace.” This criteria is critically 
important to UPS, and it is essential to ensure fair competition in competitive markets, 
which include Package Services, Priority Mail, Express Mail, and International Mail. 

The timely and efficient distribution of core mail services, such as First-Class 
Mail, Periodicals, and Standard Mail, plays a vital role in this country and it is important 
that reform enable the Postal Service to be successful in this critical mission. My 
testimony covers four key points that UPS believes must guide legislative efforts to 
reform the Postal Service. 
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1. Postal reform must focus on core mail services. 

The financial health of the Postal Service is determined by the performance of its 
core mail services, which consist mostly of First-Class Mail, Periodicals, and Standard 
Mail. Postal reform efforts must enable the Postal Service to succeed in delivering these 
services, and UPS wants to be supportive of these efforts. 

Core mail services account for 86 percent of total Postal Service revenues and 
provide nearly all of the contribution to the Postal Service’s “institutional costs,” 

Because of the importance of these services to the Postal Service’s financial performance, 
postal reform must concentrate on this segment of the business. 

It is often argued that additional pricing flexibility on competitive services is 
essential to ensure the financial health of the Postal Service. However, this argument 
ignores the fact that competitive services generate only 14 percent of total revenues and 
account for only 8 percent of the contribution to the Postal Service’s “institutional costs.” 
Therefore, competitive services can not possibly solve the Postal Service’s considerable 
challenges. 

This view is supported by testimony given to the Presidential Commission by the 
Postal Service’s CFO that showed that extraordinarily large increases in competitive 
volumes would be necessary to compensate for very small percentage declines in 
monopoly products. 

It has also been argued that allowing the Postal Service to expand into new lines 
of business will provide additional revenue streams and solve the Postal Service’s 
financial challenges. UPS strongly disagrees with this view. For example, the Postal 
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Service’s own “non-postal” ventures have hurt, rather than helped, mailers and the Postal 
Service. 

The Presidential Commission recommended that the Postal Service be given a 
focused, clear mission “to provide high-quality, essential postal services ...” (p. xi, 

emphasis added) The public is well served by private enterprises in all areas outside of 
core mail services, thus the focus of the Postal Service should be the timely and efficient 
distribution of core mail services. 

2. Postal reform must include provisions to improve cost aliocation and ensure 
transparent reporting. 

Sound cost management is a critical component of the financial viability of any 
entity, and the Postal Service - as ?l government entity - is no exception. Therefore, 
postal reform must improve the quality of cost allocation and ensure transparent 
reporting. The Presidential Commission endorsed this position by saying that “. . . the 
Commission recommends that the Postal Service significantly improve its cost-allocation 
system.” (p. 67) 

In addition, the Administration spoke to the importance of product costing when it 
said that postal reform should be “guided by a set of clear principles” that address 
transparency to “ensure that important factual information on the Postal Service’s product 
costs and performance is accurately measured and made available to the public in a 
timely manner.” 
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Accurate cost allocation will allow the Postal Service to better identify the true 
cost of its services. In addition, transparent reporting is absolutely essential as long as the 
Postal Service is allowed to go to market with a government-granted monopoly. 

3. Competitive products should not benefit from subsidies flowing from a 

monopoly network. 

Postal reform legislation must ensure that the Postal Service’s competitive 
products do not get a free ride on a monopoly network. If they do, they are receiving a 
subsidy from monopoly products that is not available to private enterprise. 

The Postal Service’s government-granted mail monopoly allows it to subsidize 
competitive products and unfairly compete with the private sector. Carrying competitive 
products on this network, when the cost of the network infrastructure has already been 
allocated to monopoly products, allows the Postal Service to unfairly leverage its 
monopoly network. Private carriers, on the other hand, do not have the luxury of 
leveraging a government-granted letter mail monopoly to compete in private markets. 
Instead, private carriers must recover all of their infrastructure costs from competitive 
product offerings. This is a significant advantage for the Postal Service when they 
participate in competitive markets, and one that is not recognized under current postal 
law. 

UPS’s concern about the pricing of competitive services can be illustrated by 
comparing the current pricing of competitive services to that of core mail services. Postal 
services are priced based on their attributable cost plus a markup. The markup on core 
mail services - which consist mostly of First-Class Mail, Periodicals, and Standard 
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Mail - is nearly two-and-a-half times as large as the markup on competitive services. 
This practice is inconsistent with how a government monopoly should be pricing its 
services, and it should be addressed. 

In addition, the Postal Service also enters competitive markets with all of the 
advantages of a government agency, including exemptions from a variety of taxes and 
exemptions from other laws that apply to its private competitors. These governmental 
advantages are also not recognized in the current postal laws, and must be corrected. 

UPS believes that addressing the subsidization of competitive products is at the 
heart of the Administration’s call for the Postal Service to “. . . operat[e] appropriately in 
the competitive marketplace.” 

4. Postal reform must include a strong regulator. 

A strong regulator must have the authority to: (a) ensure that prices for 
competitive products are free of subsidy, and (b) ensure that attributable costs are 
allocated correctly. 

We cannot ignore the fact that the Postal Service goes to market with both a 
government-granted monopoly and with products that compete in competitive markets, 
which allows the Postal Service to charge a disproportionate share of its infrastructure 
costs to monopoly services and a relatively minimal share of those costs to competitive 
services. Therefore, additional pricing flexibility should not be permitted. 

In addition, the Postal Service is a government entity with a public-service 
mission. This unique status requires that a strong and independent regulator exist to 
protect customers from the exercise of monopoly power. 
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Finally, the current 10-month rate-setting process is often criticized as 
unreasonably burdensome. This process can be improved and streamlined, as UPS 
testified to the Presidential Commission. However, improvements to the rate-setting 
process should not be confused with arguments for pricing flexibility. 

A strong regulator must ensure that the prices for competitive products are free of 
subsidies from a monopoly network and that costs are allocated to each service 
appropriately. It is also necessary that the regulator be granted the powers to ensure 
transparent reporting. This is simply the price of going to market with a government- 
granted monopoly. 

Closing 

The President’s Commission on the United States Postal Service did an admirable 
job examining the challenges facing the Postal Service, and developing a vision for its 
future. UPS was an early proponent of the Commission and played an active, 
participatory role in the Commission process. I testified before the Commission, as did 
James Holsen, our Vice President of Engineering. Additionally, as the Commission saw 
fit, we provided ancillary documents and made our staff and facilities available. I also 
appreciate the steadfast efforts of Panel Chairman John McHugh and Committee 
Chairman Tom Davis for their continued efforts on this complex and critical issue, 
especially their joint effort with Panel Ranking Democrat Danny Davis and Committee 
Ranking Democrat Henry Waxman. Additionally, I want to commend Postmaster 
General Potter’s focus on efficiency and cost control and the overall financial 
improvement of the Postal Service that has occurred under his leadership. 
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The U.S. economy is built on the principle of free enterprise. It has not been the 
role of government to move into areas that are well-served by highly competitive, private 
companies. 

However, the Postal Service’s core mail services - which consist mostly of First- 
Class Mail, Periodicals, and Standard Mail - play a vital role in this nation. In particular, 
UPS recognizes the role that the Postal Service’s core mail products play in facilitating 
commerce, and it is important that reform enable the Postal Service to be successful in 
this critical mission. 

UPS believes that legislative efforts to reform the Postal Service must address 
four key issues: (1) focus on core mail services; (2) improve cost allocation and ensure 
financial transparency; (3) ensure that competitive products do not benefit from subsidies 
flowing from a monopoly network; and (4) strengthen regulatory oversight. 

I look forward to continuing to work with Congress, the Administration, and the 
postal community on this important issue. 
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March 12, 2004 


Hon. John McHugh 
Chairman 

Special Panel on Postal Reform and Oversight 
Committee on Government Reform 
House of Representatives 
2157 Rayburn House Office Building 
Washington, DC 20515-6143 



Dear Representative McHugh; 

Thank you for the kind invitation you extended to Gary Mulloy, ADVO’s Chairman and CEO, to 
testify before the Special Panel on February 11, 2004. Mr. Mulloy was honored to appear before the 
panel and hopes that his testimony was helpful. 

Along with this letter, I am FAXing our airswers to the questions that Members posed to other 
witnesses. I would respectfully request that they be included in the record of the hearing. 

Thanks again for all your work on behalf of the cause of postal reform. The Postal Service is a 
national treasure, and we know you will do everything in your power to protect and strengthen the 
institution that is so important to the life of our nation. 



Patrick J. Flaherty 
' Senior Analyst 
Govemment Relations 
ADVO, Inc. 

One Targeting Centre 
Windsor, CT 06095 



Phone: g60-2SS-6268 
FAX; 860-2*5-6235 
Email: pjflaher@advo.com 


Total FAX 8 pages including this one 
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First Panel Qoestioiis 

Government Reform Committee 
Postal Hearing 
February 11, 2004 

CoDgressmao McHugfa: If you could list one, or two, or three at the oirtade, must- 
haves in terms of any piece of reform legislation, which would you pick? 

Answer: The top priority must be to promptly stabilize the USPS*s balance sheet 

through comprehensive reform of the Postal Service's pension and retiree health care 
fiinding. 

1 . The allocation of the pre-1970 pension obligations should be returned to the method 
used before last year. 

2. The military and government service portion of pension obligations should be shifted 
back to the Treasury where it belongs. On this point, I would note that no other 
business in America is requiroi to count prior niilitary service or volunteer service 
time (Peace Corp, Vista, etc.) in their private pension plans. 

3. A portion ofthe fimds put in escrow as part of last year’s legislation should be used to 
extend rate st^ility beyond 2006, 

A second priority is that the Postal Service mast be given more pricing ftexibility. 
The USPS operates in a fluid and fast chan^ng marketplace, and it must be able to adapt. 
One mechanism for tins is increased use of contract rates (negotiated service agreements) 
that stimulate increased use of postal services through volume, frequency and flexible 
payment term incentives. 

Coagressmau Davis (IL): I notice that the President’s Commission recommends that the 
USPS should meet the highest standards of corporate leadership, including a strong board 
of directors guided by the best business practices. We have talked about that a bit in 
tenns of how we move the Postal S«vice towards becoming, as we have described, a 
business. What are those best business practices that they may be talking about? 

Answer: The best businesses have the top goal of making profit owr the longer-term. 

No business can survive in a competitive environment unless it can provide useful 
products and services at prices demanded by the market. The best businesses adapt to 
chan^g market conditions, the rest fml. They also have a realistic, vetted, strong 
business strategies and implementation plans that pursue those strategies with policies 
^ch the following; 

Improve performance and accountability of people with a focus on 
recmitment, development and retention of superior t^ent. 

Continuing management and operational analyses to inwove eMciency 
and quality 

Effective, efficient and flexible management of all resources 
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ADVO, lac. Response to Questions at February iU 2004 Hearing 
- 2 - 


Efficient plaimmg and integration of business operations (and potentially 
other activities) with those of customers 

Utilization of new* proven tedmologies all along the supply chain and in 
the development of new products and services 

Eificient capital investment process and maintenance of adequate capital 
for investment and reserves 
Recognition and fimding of costs as they occur 
> Financial protits and clarity for shareholders (clean, uncomplicated, 
e^qplained, audited financials) 

Research to fully understand customers and competitors 

A good business frequently reviews and improves its strategic plan to reflect aid take 
advantage of changes that occur in the business environment. 

Those leading the Po^ Service, whether as Governors or Directors, and those regulating 
it, whether as Commissioners of the Postal Rate Commission or a Re^atory 
Commission, should be individuals with prov^ management skills and e?q)edence. 

Congresswoman MUlert I think this question is to Mr. Critelli from Pitn^ Bowes. My 
family was in the marina business and I remember 35 years ago when we got our first 
Pitney Bowes meter, and I just thought that was the coolest thing ever. That was my job 
to so down to the Post Office once a week and get that meter filled up and give the 
postmaster a check and you get your little red ink and fill all that up. Now it seems so 
unbelievable antiquated, but it was great at the time. You talk about 35 years and what 
has changed. Could you expand a bit on what kinds of technology is happening in your 
industry and how it is positively impacting? It has the potential to positively impact the 
postal services. You have talked about intelligent mail. ^Vho has to do what to make I- 
mail a reality? 

Answer: The Postal Service is attempting to increase the value of the mail-stream 
through greater tracking and other capabilities. These enhancements will benefit users of 
the mail and may help the Postal Service grow or retain business. HowevCT, not every 
problem has a technological solution. Where automation or other enhancements truly 
gmn efficiencies, lower costs, or enhance value they should be supported. However, 
unless the Postal Service is given the ability to eff^vely deploy its employees and 
manage its resources, technolo^cal investments will not deliv^- the expected efficiency 
gains. Similarly, if the Postal Service is not able to price its prochicts and services to 
m^ tiie demands of a competitive market, enhancements and mnovations will not bring 
new revenue to the Postal Service. 15*1-0011” is overpriced, business vdll continue to go 
el^iwhere. 

Congresswoman MQDer: You mentioned about dynamic pricing. And laving the 
flexibility given to the Po^ Service to be able to change pricing at a very quick rate, I 
suppose. Many of you have testified about how important it is as you are doing your 
business modeling to have a cap, have predictJibility. I am just trying to understand what 
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you are saying. If I were to give the Postal Service the ability to change prices very 
quickly, wouldn’t that negatively impact the private sector's ability to do thei'r modeling? 

Answer: Currently it takes the Postal Service nearly 2 years to change rates - months of 
planning and preparation within the postal service as they prepare to file a rate case, and 
then months of litigation once a case is filed. This process does not give the Postal 
Service the ability to respond to market conditions. “Flexibility” does not necessarily 
mean rapid change; it can ii]ean a thoughtful, carefully planned response to the market. 
There are seasonal fluctuations in mail volume, and some days of the week are heavier 
than others. Other industries are able to respond to these factors throu^ pricing; for 
example, a movie theater might charge a lower rate for a Wednesday matinee than for a 
Saturday inght showing of the exact same movie. Airlines might charge a diS^ent rate if 
you want to travel to Europe in the winter than in the summer. Finally, we have long 
advocated greater u^ of contract rates (or negotiated service agreements) as a way to 
adneve flexibility ond the id)!Uty to plan for both business and the Postal Service. 

Coagrmwoman l^loney: All of you have testified in support of postal reform. What 
would happen to your business if you did not get it, say, in the next year? What would be 
the impact on your business, if any? 

Answer: They key result from a lack of postal reform is an unnecessary increase in 
rates. Increasing rates has a negative impact on both the Postal Service and its customers. 
For the Postal Service, the problem is one of the oft mentioned “death spiral,” increasing 
rates leading to decreasing volume and ftnther rate increases. For customers, it can lead 
to a loss of business and jobs in an industry that makes up a significant portion of the 
nation’s economy. In the case of ADVO, it can lead to a diversion of business away from 
the Postal Service. ADVO is already using private carriers in three markets because the 
cost is substantially below the cost of postage. This is not our goal - we would prefer to 
stay in the mail, but current postal rates are already non-competitive and the expectation 
of further excessive rate increases may give us no choice but to expand this program. 

Congresswoman Maloney: I am also concerned about the number of magazines that 
folded in the District that I represent. What w^re the dynamics involved with the 
decisioi^ for some that had been around for 75 years or more? 

Answer: We at ADVO can sympathize with the plight of the magazine industry because 
we know that larger and small retailers are mailing less solo mail. The postage cost of 
mailing a drcular is just in the ballpark of alternative distribution which is often 1/6 to 
2/3 the cost. As noted in our previous answer, we are already using private carrier 
delivery services because of the cost savings to the company and if the <»st of postage 
increases, we will have to consider expanding that program. 

Congresswoman Maloney: What does your company do in respraiKe to the increasing 
price of postage? 
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Answer: As I mentioned, ADVO is already using private carriers in three markets 
because the cost is substantially below the cost of postage. We are forced to consider 
expanding our alternate delivery service^ and thus taking business away from the USPS. 
Price stability, however, would allow the S^K) bUlion, 9 milUon per^n mdUng industry 
to reinvest in itself, creating more volume and business for the Postal Service. 

Congmsworaan Maloney: You all mentioned that if they hsul an outride i^veming 
board that would be open to haring ideas, but how would you make that happen? Ail of 
you would be great on it, but you probably wouldn’t have time to do it. So you are 
recommending something th^ is hard to implemeitt really. The Postal Service could use 
some ideas. 

Answer: ADVO would be happy to help in any way possible. The problem is the 
regulatory regime under which the Postal Scrrice currently operates. No matter how 
experienced, knowledgeable, and motivated board members may he, if they are tied by 
substantive regulatory constraints, they cannot implement adequate change. Indeed, most 
such potent^ desirable board members would refose to serve under those circumstances. 
Thus, reforms similar to those suggested by the President’s Commission and that are 
beii^ conridered by this Committee are necessary to create the ability to adapt to 
changing market conditions necessary to encourage the growth of business. Potential 
desirable board members would then see that they would have a real opportunity to 
respond to the challenge of making needed improvements. 

Congresswoman Blackburn: Mr. Morris, your negotiated service agreement, you 
mentioned the amount of time and energy that went into that. Last week when we had 
our hearing, we talked at length about the lack of an updated business model for the 
Postal Service, and the fact that this has gime 30 years without attention, which is a shock 
for many of us who have come from the private sector and the opportunities that exist for 
the Postal Service that we would like to see friem take advantage of in creating a more 
businesslike model for their operations. In establishing your NSA, did you reach out to 
the Postal Service and initiate the contact or did they come to you and suggest? 

Answen Speaking for ADVO, we have been talking about NSAs for years. For 
example, in 1989 we tiled a petition to initiate a rulemaking proceeding to establish 
procalures for consideration of contract rates. While the question of who approached 
who first is of some interest, the tiict is that many of us in the industry and in the Postal 
Service have been talking about this concept for many years, because both parties the 
advantage of it. However, the business model prescribed by the statutory framework 
makes it exti^meiy difficult and time-consuming to reach successful agreements. We 
supported approval of the CapitalOne agreement and hope that many more agreements 
are achieved in the future. The ability to enter into NSAs is a substantial and 
irreplaceable tool that the USPS can use to not only reduce its costs but also to r^ain and 
grow its volumes ami revenues. Not baring NSAs or contracts with its customers puts 
foe USPS at a serious disadvantage with its competitors who all use contracts and offer 
volume and frequency incentives to retain and grow business. 
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Congresswoman Blackbiim; Last wedc, -we talked some about the Postal Service 
expending over 80 pea'cent of their revenues on labor costs and looking at their labor 
costs. What does your company spend on labor? 

Answer: Labor co^s are 21.2% ofADVO’s total revenue. Since approximately half of 
our revenue is postage, labor is just over 40% of our non-postage costs. 

Congix^ssraan Schrock: fiveiyone is asking about price stability and pridng flexibility, 
but how do we ^ve the post office more ability to change their rates, but ^ve the 
customers the predictability they need? And h can be based pretty much on an inflation- 
based cap? 

Answer: If the USPS is released from the excessive payments it has been making for 
retiree benefits and given the freedom to flcaably manage its resources, pursue efficiency 
improvements, and retain profits, there should be no reason why it can’t keep rate 
chapQges below the rate of inflation or even offer rate decreases. 

An inflation-based rate cap is a good mechanism for managing rate changes. But, for the 
rate cap mechanism to work effectively for a reformed USPS, there are certain technical 
aspects that nmst be incorporated, for example: 

Setting baseline rates that reflect cuirent market and demand differences 
among mail products and services 

Exempting competitive products and services from the rate cap process 
- Perautting flexible rate changes within a grouping of products and 
services subject to an overall tap 


Congressman Schrock: How can USPS most e^ctively partner with private mailing 
companies to lower costs and improve efficiency? 

Answer: WWle of course there are many opportunities to improve, it is important to 
recognize that the Postal Service partners wifli its customers every day. Discounts for 
sorting and bringing the mail to the most cost-effective entry point have helped the Postal 
Service and the industry gain efficiencies and lower costs. The process should continue 
and be supplemented by the efficient use of NSAs. Through its rates the Postal Service 
can offer incentives to its customers to r^in, grow volume and frequency and present 
the mail In the most efficient manner. 

Congressman Schrock: What do each of you think universal mail service is? What is 
universd? 

Answer: Universal i^rvice is the ability to daily reach every household ami business. If 
universal service is reduced as a cost saving measure, the Postal Service’s viability will 
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be weakened. The Postal Service is of value to the mail industry because it delivers our 
advertising messages to every home sbt days a week without charge to the recipient The 
Committee should reject any steps that would weaken the relationship between the 
American people and their mail. To the contrary, the bond should be strengthen, e.g., the 
timing and frequency of daily delivery and the expansion of delivery to seven days. Five 
percent of ADVO's packages are delivered on Saturday (none on Sunday). We estimate 
that over 60% of preprint advertising material is delivered on the weekend, primarily via 
newspapers and other delivery options 

Congressman Clay (to Mr. Smith): The Postal Service is not a government entity, but 
also not a private entity. Instead, a number of special laws govern its operations, such as 
a statutoiy mandated rate-setting process and a requirement that the USPS break even 
What are some of the biggest handicaps the postal service faces that we need to change? 

Answer; The Postal Service faces several severe handicaps. The constraints on the 
USPS ability to effectively and efficiently manage its resources and set the conditions 
under which it offers its services are also major handicaps Greatly exacerbating those 
constraints is the ftct that the USPS has been required to overfund its pension 
obligations, and has hard to charge its consumers and customers excessive rates in order 
to do so. Overpayments into the CSRS system now total approximately $81 billion. This 
is money that has been taken from Postal Service consumers and customers and paid to 
the general Treasury. When these overpayments were discovered, instead of 
acknowledging these overpayments firlly and working to help make the Postal Services 
and its customers whole, the Treasury supported a change in the actuarial method for 
allocating benefit costs for employee service done prior to the 1971 creation of the Postal 
Service and transferred responsibility fbr&nding benefits fiartime spent in military and 
other federal service to the Postal Service. The Congress should return to the former 
allocation method, remove responsibility for military benefits, release the funds cmrently 
scheduled for escrow under Public Law 108-18, and recognize that the Postal Service has 
already funded all of its debts, and liabilities including retiree health care. This will 
rescue the Postal Service from a serious handicap that has hmdered its growth. 

Congressman Clay (to Ms. Moore): You indicated that the current business model of 
the USPS is not sustainable. Would you explain your reasoning on that statement? 

Answer: The cuirem USPS business model was derigned in 1970 and depends entirely 
upon a foil postal monopoly and a substantially growing postal demand. However, 
neither condition is present now -the USPS competition in all of its product and 

service markets and postal demand growth is sluggish if not entirely stagnant. For some 
major services, demand is actually declining. 

The USPS now needs to be relieved of its overpayments for retiree benefits. It also needs 
to be able to effectively, efficiently, and flexibly manage alt its resources so that it can get 
its costs to more rational, competitive levels. Finally, it needs to efficiently manage its 
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demaod by fleidbly prick® its products and saviccs based on both efBcient costs and 
current market conditioiis. 


Congressman Clay (to Mr. Critelli): Mr. Critelli, your statement indicated that the 
USFS’ mission needs clarification to be accomplished. Do you fcel there is ambiguity in 
the cuneat mission statement? 

Answer; The tmssion of the Postal Service has always been to serve America’s hard- 
copy communications and commerce needs. That includes evraything from regular first 
class mail to periodicals to advertising. All of the things the Postal Service does to 
support commerce, including mail advertising are vital to hundreds of thousands of 
American businesses and to the American economy. The Committee should oppose any 
efforts to limit the ability of the Postal Service to perform these important functions. 

USPS competition is beneficial for consumers and large and small businesses. Congress 
should preserve competition and protect competitors from competition. 

Congressman Clay (to Mr. Davis): Mr. Davis, you talk about the importance of 
service performance standards. What kind of performance standards? 

Answer: For the Postal Service, performance standards are quite simply the predictable 
and reliable delivery of mail. The vast majority of ADVO’s mail programs have a two- 
day in-home date window, with approximately 9B% of our mail being delivered in those 
twodays. We would like to sec that number get closer to 100%, a goal that we think is 
achievable. In fact, because at our own considerable expense our mail is walk sequenced 
by carrier route and delivered directly to the delivery unit, we believe that day-certain 
delhreiy should be an attainable goal without drastic increases in cost or rates. 

Congressman Clay: Please explain why the Postal Service should be allowed to focus 
on its core competency, which is universal service. Shouldn’t the Postal Service look for 
additional innovative revenue enhancement opportunities? 

Answer: The Postal Service should fijcus on its core mission — its core competency of 
delivering hard copy to American homes and businesses. The Congress should not 
prohibit all other activities: the Postal Service has traditionally provided other services 
over the years: passports, money orders, and even a location where yoimg people register 
for the draft. Of course, the Postal Service should consider any new venture with 
extreme caution. New ventures are by definition risky. If a company risks its own 
capital by going into a new venture, tbe stockholders bear the risk of failure, a faUure that 
could jeopardize the cote business as well. The Postal Service cannot aSbid that Hoa of 
failure, so it should not be taking that kind of risk. 
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